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A Banker’s Diary 


Mid-October—Mid-November 


MONEY was very noticeably less plentiful during October. 
The reason for this was not hard to find. Money was 
: being segregated in public deposits at the 
—, Bank of England, at the expense ol 
Market Pankers’ deposits, and accordingly the 
clearing banks found themselves short of 
cash. Several reasons were adduced for this movement 
of funds, among them being the theory that the Exchange 
Account was not using its sterling acquisitions for the 
redemption of Treasury bills in the normal w ay, but was 
immobilising them in public deposits. It was also 
known that the Departments had been making heavy 
sales of 2} per cent. funding loan, and it was suggested 
that the proceeds were being held at the Bank and not 
re-lent on Ways and Means or re-invested in Treasury 
bills. The market took this as an indication that the 
way was being cleared for a new loan, and there was 
some speculation as to the nature of the loan. The 
actual explanation was probably much simpler. Heavy 
dividend payments were due on November 1 and the 
Bank was accumulating funds for that purpose. This 
was apparently belied by the Bank return of November 4 
in which bankers’ and public deposits remained more . 
less at the same levels. The fact was that, although the 
dividend payments had been made out of public deposits, 
there were no Treasury bill maturities on Monday and 
Tuesday, November 2 and 3, and consequently payments 
for new bills were in excess of maturities, so that the 
dividend payments were reabsorbed. This movement 
was, of course, only temporary, and the effects had 
disappeared by the end of the week. The Bank return 
for November 11 showed a return to normal, with 
bankers’ deposits at £98 millions and public deposits at 
£14-9 millions. The moral of the story is that it shows 
that the credit machine requires extraordinarily careful 
handling if mishaps are to be avoided. The effect on 
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the market of this comparatively simple operation shows 
that the policy of cheap money and plentiful credit is 
not one which can be continued indefinitely with any 
ease. The effect of this passing stringency was that the 
clearing banks were calling rather more frequently than 
is usual, and although the market was a very ready seller 
of bills, the banks were reluctant to buy. Later, 
however, when the banks’ cash was replenished bills 
were more readily bought, and mixed parcels of December 
and January maturities went at 4 percent. January 
bills alone were not, however, taken at less than 13 per 
cent., except in a few cases. 


THE second month since devaluation has been on the 
whole a quiet one, and most currencies, if they have not 
actually found their own natural level, are 

me being held by the numerous Exchange 
Exchanges Accounts now in operation and thus remain 
steady. The main feature of the market 

has been the growing weakness of the franc. This has 
been indicated by a continual unsteadiness in the spot 
rate, which has varied between Frs. 1067 and Frs. 105}. 
The French Control has intervened consistently, but 
apart from catching a few speculators short, it has not 
had a very stabilising effect, as was shown early in 
November by the growing weakness of forward francs. 
The discount on three months’ francs then widened from 
Frs. 14 discount, which is itself excessive for a recently 
devalued currency, to Frs. 3 discount or 114 per cent. 
per annum. This latter figure was occasioned by rumours 
current during the first week of November that the franc 
would be allowed to go to the present limit of devaluation, 
equivalent to Frs. 23 per dollar or Frs. 112} to the pound. 
Although these rumours were denied, considerable ner- 
vousness continued to be displayed but forward francs 
have since strengthened slightly. The only other 
movement of importance was a sudden appreciation of 
the guilder from Fl. 9-07 to Fl. 9-033. One ex- 
planation for this was that Belgium was repaying the 
Mendelssohn credit and drawing on Belgian-owned sterling 
balances to do so, and selling guilders for sterling in the 
process. The Swiss franc has been steady, and it is 
probable that certain French funds, instead of returning 
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to France where they might be penalised, have been 
invested in Switzerland and Holland, where in any case 
a better rate of interest is obtained. The dollar has been 
very steady at about $4-88, and it is presumed that, at 
least for the meanwhile, this is regarded as a desirable 
level. There was a sudden flurry at the beginning of 
November in the free rate for Argentine pesos, which 
suddenly appreciated from Pes. 17-55 to Pes. 16-85 to 
the pound, as a result of rumours that the dual export 
rate of Pes. 15 and import rate of Pes. 17 were going 
to be combined into a single rate of Pes. 16. As these 
rumours were unfounded the rate soon returned to its 
original level. 


THE prolonged negotiations that have been discon- 
tinuously carried on between Great Britain and Italy 
have at last been concluded, and the results 
Anglo- appear in two Agreements, dealing respec- 
Italian : 
Clearing tively with trade and exchange clearing. 
Agreement Lhe Trade Agreement merely ensures that 
at least a proportion of our trade with 
Italy is recovered, and as it can be terminated at the 
end of June 1937, it does not constitute a heavy commit- 
ment. The Clearing Agreement deals with outstanding 
debts due to British trades, and is considerably more 
complicated. It is this side of the negotiations that has 
caused so much difficulty. The debts are divided into 
three classes: Class (A) includes debts for goods and 
freight incurred after March 17, 1935, and_ before 
November 18, 1935, that is to say, while the 1935 
Agreement was still current; Class (B) covers similar 
debts prior to March 18, 1935, and those arising during 
the ‘sanctions’ period from November 18, 1935, to 
July 14, 1936; Class (C) covers non-commercial debts. 
Debts incurred since July 14, 1936, rank as “‘ new trade.” 
The machinery is as follows: Special “lire arrears 
accounts, A, B and C,” are established in Italy and 
corresponding “sterling arrears accounts”’ are estab- 
lished in London. The proceeds of new trade go into a 
“lire new account” and a “sterling new account.” 
Finally there is a “ sterling general account.” All sums 
due from Italy are paid into the appropriate lire account, 
and in England payment is made to the “ general 
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account,” the money in which is then allocated as 


follows :— 
18 per cent. to sterling arrears account “‘A.”’ 
Q per cent. to sterling arrears account “ B.”’ 
3 per cent. to sterling arrears account “ C.”’ 
70 per cent. to sterling new account. 


At every quarter a balance is struck between the sterling 
and the lire new accounts, the result being Italy’s export 
surplus for the quarter. This is re-allocated as follows :— 


60 per cent. to sterling arrears account “ A.”’ 
30 per cent. to sterling arrears account “ B 


Io per cent. to sterling arrears account “ C 


There is no need to go into the details of the numerous 
subsidiary provisions, as the above are the main ways in 
which outstanding debts are to be liquidated. Under 
the circumstances the Government has done very well to 
achieve such a satisfactory agreement, and is to be 
congratulated on the way it has stood out for the fair 
treatment of outstanding debts, while at the same time 
retaining as much new trade as possible. 


THE average returns of the eleven English clearing banks 
show that for the second month in succession the banks’ 
position has been affected by the shortage 

October of cash due to the holding of funds by 
Clearing Government Departments. Cash has fallen 
again from {229-4 to {226-9 millions, and 
deposits have risen from {£2,256:6 to 
£2,280-4 millions. The result has been that for the first 
time for a considerable period the average cash ratio is 
below 10 per cent., at 9:95 per cent. Of the Big Five, 
the highest ratio is that of the Midland Bank with 
10-36 per cent., and the lowest that of Lloyds Bank with 
9:25 per cent. Call and short loans have fallen from 
£160-4 to £164-1, this being an obvious consequence of 
the banks’ shortage of cash. Discounts have advanced 
from £343:°6 to £350-7 millions, and investments have 
risen again from {648-1 to {655-4 millions, showing that 
the strength of the gilt-edged market is in large part due 
to purchases of securities by the banks. The further 
increase in advances from {877-3 to {887-9 millions 
shows that so far from there being any slackening in the 
trade revival, there is, if anything, an acceleration. With 
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the replenishment of the banks’ cash, discussed in an 
earlier note, the way should be open for a further 
expansion of credit. The question of how long this 
expansion is to continue will have to be very closely 
considered in the near future. 


Imports for October showed another big jump, totalling 
£80-5 millions, compared with £71-9 millions for Sep- 
tember, which was itself the highest of the 
— year. The figure for October, 1935, was 
Trade 4£73°4 millions. Raw material imports are 
£1-8 millions higher than in September and 
£3-5 millions above October, 1935, the chief increases 
being in imports of raw wool and cotton. British exports 
stood at {41-8 millions against £37-0 millions in 
September and £399 millions in October, 1935. Re- 
exports at £4:5 millions were {0-7 million higher than 
in September and {0-3 million lower than a year ago. 
The returns are summarised below :-— 

Oct. 1935 Sept. 1936 Oct. 1936 

£ mill. £ mill. £ mill. 


Imports... es ‘s 73°4 71 80°5 


°9 
Exports... - ‘i 39°9 37°0 41°8 
°9 


Re-exports seta - 4°7 3 4°5 
Total exports - - 44°6 40°9 46°2 


For the ten months to October, imports were valued at 
£688-1 millions, compared with {612-4 millions in 1935. 
Exports amounted to £361-8 millions, compared with 
£351-6 millions, and re-exports stood at {50-0 millions, 
against £45-3 millions in 1935. The adverse trade 
balance thus amounts to {276-3 millions against {217°5 
millions a year ago. 


GUINNESS, MAHON & Co. recently celebrated their 
Centenary by a dinner to their London and Dublin staffs, 
' which was presided over by Mr. Howard 

on en Rundell Guinness, who has been their 
Geass Senior Partner for the last twenty years. 
The Guinness family has been concerned in 

banking business for six generations, the records of the 
Bank of Ireland showing that in 1784 Samuel Guinness, 
brother of Arthur Guinness, the founder of the famous 
Brewery, was one of the earliest proprietors in that 
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Bank. Samuel Guinness’ grandson, Robert Rundell 
Guinness, founded the banking firm of Guinness, Mahon 
& Co. in 1836, and his great-grandsons are now Partners 
in the Firm. Although the international business of the 
Firm is concentrated in London, it is interesting to note 
that it is the only remaining Private Banking House in 
the Irish Free State. In 1836, when the Firm was 
founded, all the Irish banks, with the exception of the 
Bank of Ireland, were privately owned. 


Devaluation and World Trade 


WO months have now elapsed since the tripartite 
monetary agreement between England, France 
and the United States, and the devaluation of 

the gold bloc currencies. The world is anxiously waiting 
to see whether the hopes aroused by these events will 
be fulfilled. It is generally realised that it is for the 
Governments of the leading countries to make the next 
move, and our financial leadership of the world makes 
it inevitable that the attitude of the British Government 
should be watched with particular interest. Hitherto 
our own Ministers have not been able to give a definite 
lead. They have indeed referred to economic affairs on 
several occasions during the past two months, and they 
have made important statements on several aspects of 
the question. Yet there is no indication of any definite 
and settled policy. 

The first statement on devaluation was made by 
Mr. Morrison, then Financial Secretary to the Treasury, 
at Geneva on October 5. He welcomed devaluation, but 
made it clear that other nations had far more trade 
barriers to remove than had Great Britain. Indeed, he 
insisted that the devaluation of the gold bloc currencies 
would restore competitive powers to the countries 
concerned, and so would mean that the British Govern- 
ment would be subjected to new pressure from British 
manufacturers for increased protection. This statement 
was perfectly justifiable, but it aroused a bad impression 
on the Continent, which still regards the British aban- 
donment of free trade as one of the major events in 
recent economic history. 
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Mr. Neville Chamberlain, speaking at the Bankers’ 
Dinner on October 6, alluded to the monetary aspects of 
devaluation. He explained that no signatory of the 
tripartite agreement had sacrificed its monetary inde- 
pendence. In particular, we in England were still free 
to pursue our policy of cheap money and were in no way 
committed to premature stabilisation or a return to the 
gold standard. Mr. Baldwin, at the Guildhall banquet 
on November 9, paid tribute to the stability of sterling, 
which he ascribed no longer to gold but to the City’s 
tradition of honour, moderation and public spirit. He 
then turned to the question of our export trade. He 
repeated the Government’s view that bilateral trade 
agreements provided a most practical method of approach 
to this problem, and announced that His Majesty’s 
Government would support all attempts to bring about 
a reduction of obstacles to international trade. At the 
same time, he added, it has to be remembered that the 
Government has already made a real and effective 
contribution to the end in view by undertaking not to 
indulge in any competitive devaluation, and by main- 
taining a non-exclusive import policy. 

Finally, Mr. Runciman at the dinner of the London 
Iron and Steel Exchange, warned the British Steel 
industry not to fill up their order books with profitable 
and safe home orders to the exclusion of the export 
trade. This would be a short-sighted policy, as the 
time may possibly come when the present lively home 
demand will begin to fall off. The steel industry should 
see to it that when that time comes they have not lost 
their export connections. 

These different statements of Government policy are 
all valuable pronouncements on various aspects of the 
new questions raised by devaluation, but they give nos 
single lead. In one sense this is just as well, for even 
devaluation cannot bring complete and immediate re- 
covery of export trade, and the world must learn to 
exercise patience. Nevertheless we cannot escape from 
the fact that world trade is now at the cross-roads. A 
complete return to free trade is impossible, for no 
country will consent to abandon what it regards as 
essential industries to unrestricted competition from 
abroad. Equally the world has had far too much of the 
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recent outbreak of economic nationalism, and people 
now realise that no country can live upon the home 
market alone, and that beyond a point home industries 
can only be protected and developed at the cost of the 
complete destruction of that country’s export industries. 

That is the problem before the world to-day, namely, 
how to reconcile the very natural desire of the different 
countries for greater self-sufficiency with the equally 
pressing need for active international trade and the 
restoration of general purchasing power throughout the 
world. The past few years have taught the different 
nations that if they refuse to buy from each other they 
are equally unable to sell. To-day we have to determine 
at what point to draw the line between the extremes 
of economic nationalism and complete free trade. 

The Times of November g contains a very valuable 
article on this question. The writers only propounded 
questions and did not attempt any answer. Still they 
made it clear that present-day conditions of international 
trade are vastly different from those of only a few years 
ago. To-day we have to take account in the com- 
mercial sphere of the growth of the systems of Inter- 
national Cartels, and in the political sphere of the growth 
of the Totalitarian State. To-day we recognise and 
have to reconcile the rival claims of the home producer, 
the Empire producer and the producer in foreign 
countries. No longer are we content to rely exclusively 
on overseas producers for our food, and we have 
deliberately set out to revive and maintain British 
agriculture. We have made trade agreements first with 
the Empire and next with many foreign countries, and 
now we find that our policy in these directions is in some 
respects rendering it more difficult to retain our foreign 
export markets. Instead we are faced with the new 
problem, both economic and political, of certain foreign 
countries who are desperately anxious to buy raw 
materials but who find difficulty in selling enough of 
their own goods in order to finance their purchases. 
Yet the obvious solution of financial help cannot be 
applied, for the reasons that there is no certainty of 
repayment and no assurance that any such help will not 
be used for purposes of rearmament. To sum up, the 
depression and the economic disorders of the past seven 
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years have altered the whole perspective of international 
trade and finance, and in achieving monetary equilibrium 
we have only made the first move towards the solution 
of these new problems. 

The first thing to remember to-day is that once a 
Government tries to organise and regulate international 
trade, it is always difficult to know when to stop. That 
is the great advantage of /aissez faire and our nineteenth- 
century system of free trade. So to-day we have the 
knowledge that we are committed to Government 
intervention and so to all these new difficulties. It is, 
however, possible to make various suggestions as to our 
ultimate objectives. If we want nations to buy from 
us we must help them to sell, and obviously we had best 
help them to sell goods which are complementary and 
not competitive vis-a-vis our own industries. The real 
difficulty lies in the application of this principle, for it 
requires much delicate investigation and negotiation. 
A general World Economic Conference would achieve 
nothing except fresh friction, but there are various 
other means of approach. The International Chamber 
of Commerce, which has already published a valuable 
memorandum on these problems, might be invited to 
help in the work of investigation. The economic organi- 
sation of the League of Nations might equally be asked to 
make this a subject of study. The British Government by 
itself could initiate inquiries through our own Embassies 
abroad, the Department of Overseas Trade and the 
Exports Credit Guarantee Department. Simultaneously 
we could let it be known that we would welcome similar 
inquiries from foreign nations. A general declaration 
by the British Government that its object is to develop 
complementary and not competitive trade would be of 
the utmost possible value. 

This principle should also be the basis of our future 
tariff policy, including the negotiation of trade agree- 
ments. On this point we agree with some reluctance 
that the system of bilateral trade agreements is the best 
because it is the most certain to achieve immediate 
results. Multilateral agreements directed to the for- 
mation of a low tariff group are ideally much to be 
preferred, but it is not easy to carry this ideal into 
practice. Bilateral agreements, however, should not be 
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exclusive, but on the contrary an agreement with one 
country should not preclude or stand in the way of an 
agreement with another country. That is the weakness 
of the preference idea enshrined in the Ottawa Agree- 
ments. If you engage to grant one country a preference 
of, say, 15 per cent., you automatically bind yourself to 
impose a duty of at least 15 per cent. upon goods coming 
from other countries. 

Next it should be realised that international trade is 
an extraordinarily complicated affair, and therefore if 
the Government seeks to interfere with it or organise it, 
its organisation must be equally complicated. It is 
indeed possible to envisage a compromise between the 
bilateral and multilateral systems of trade agreements. 
For example, we might enter into special commodity 
agreements with various groups of countries. For one 
set of commodities both import and export we might 
make multilateral agreements with countries A, B, 
C and D, while for another set of commodities we might 
make agreements with countries B, D, F and G. This 
method is complicated and might easily be impracticable, 
but the answer here is that international trade is in itself 
complicated and so we ought not to shirk a consideration 
of this method. 

Finally there is the special political-economic problem 
of the totalitarian states. We must recognise here that 
their Governments have deliberately assumed full control 
over trade and exchange. This does not mean that we 
must give way to them, but if we desire to make trade 
agreements with them we must recognise their par- 
ticular circumstances. We must be chary about granting 
loans to them, for there is no assurance of repayment 
and there is no certainty that any money lent would not 
be applied to rearmament or other private objects which 
might be to our disadvantage. At the same time, if we 
exclude their goods from our markets, we cannot feel 
surprised if we are accused of denying them essential 
raw materials. It is no answer to say that colonies 
would be of little use to them, for it will be impossible 
to convert them to this view so long as they believe 
that they are cut off from the world’s main sources of 
supply. 


These are our first thoughts on this question of 
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reviving international trade. We agree that devaluation 
has given the world a new opportunity which ought not 
to be allowed to pass. Yet this whole question of 
reorganising world trade is extraordinarily complex, and 
the translation of theory into practice involves all sorts 
of difficulties. The chief need is to combine freedom and 
organisation in the proper proportions, so as to find the 
correct compromise between the two. The other need 
is to realise that any system of organisation must be 
elastic, or otherwise it is sure to break down. There is 
no simple solution to this question, and it requires the 
utmost care combined with complete international 
voodwill. 





Bankers and Infants 


By Maurice Megrah 


HE care which a banker has to take in his dealings 
with infants is imposed by the fact of their limited 
capacity to contract, that is, to bind themselves. 
The law has always treated them as in need of a pro- 
tection not accorded to other individuals, but the 
disability goes no further than is necessary for the 
protection of the infant (Burnaby v. Equitable Rever- 
sionary Interest Society, 28 Ch. at p. 424). In order, 
therefore, not to fall foul of that protective consideration, 
a banker must take precautions not applicable to other 
customers. The factors he must bear in mind offer little 
practical difficulty; to give effect to them rarely gives 
offence, and if the position is properly dealt with in the 
beginning, it rarely goes wrong at a later stage. 

An infant is a person who has not reached his 
majority, that is to say, has not arrived at the first 
moment of the day before his twenty-first birthday, the 
law not recognising fractions of a day. An infant, if 
under fourteen years of age, is for certain purposes 
described as a “child’’; from fourteen to eighteen he 
may be called a “ young person ’”’; in criminal admin- 
istration, if between sixteen and twenty-one, a “‘juvenile 
adult ’’; and he is sometimes loosely called a “‘ minor.” 
From a banking point of view, however, these special 
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denominations may be disregarded. With the few excep- 
tions to be noticed later, a banker need only concern 
himself with whether or not a person has attained his 
majority—not, as we shall see, with whether he says 
he has. 

An infant’s capacity to contract is very limited. In 
brief, he can be sued only on a contract for necessaries 
supplied—a technical and elastic term—or on one which 
is voidable at the option of the infant either during 
infancy or within a reasonable time after. In this latter 
category are contracts in which the infant obtains some 
benefit by means of the acquisition of property or rights 
of some kind or other. Apart from this he cannot be 
made liable, and thus a banker cannot look to him for 
the fulfilment of any promise or undertaking. Where 
an infant professes to act for himself, as, for instance, 
in regard to a current account, the banker must 
remember that there can be no recovery from him of 
money lent or on any undertaking of indemnity, guar- 
antee or other suretyship, and the position is no different 
where he acts by an agent. 

Infants find their chief protection in sections I and 2 
of the Infants’ Relief Act, 1874 (37-38 Vict. c. 62), and 
the Betting and Loans (Infants) Act, 1892 (55-56 Vict. 
c. 4). The former read as follows :— 


section I: 

“All contracts, whether by specialty or by simple contract, 
henceforth entered into by infants for the repayment of money lent 
or to be lent, or for goods supplied or to be supplied (other than 
contracts for necessaries), and all accounts stated with infants, shall 
be absolutely void; provided always, that this enactment shall not 
invalidate any contract into which an infant may by any existing 
or future statute, or by the rules of common law or equity, enter, 
except such as now by law are voidable.” 

section 2: 

‘“ No action shall be brought whereby to charge any person upon 
any promise made after full age to pay any debt contracted during 
infancy, or upon any ratification made after full age of any promise 
or contract made during infancy, whether there shall or shall not be 
any new consideration for such promise or ratification after full age.”’ 


the latter: 


section 5: 


“Tf any infant, who has contracted a loan which is void in law, 
agrees after he comes of age to pay any money which in whole or in 
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part represents or is agreed to be paid in respect of any such loan, 
and is not a new advance, such agreement, and any instrument, 
negotiable or other, given in pursuance of or for carrying into effect 
such agreement, or otherwise in relation to the payment of money 
representing or in respect of such loan, shall, so far as it relates to 
money which represents or is payable in respect of such loan, and 
is not a new advance, be void absolutely as against all persons whom- 
soever. 

“For the purposes of this section any interest, commission, or 
other payment in respect of such loan shall be deemed to be a part 
of such loan.” 


Current Account—Credit 

A banker can safely conduct a current account with 
an infant if the latter maintains it in credit. The ihfant 
is legally responsible for cheques he draws, in the sense 
that the banker obtains a good discharge in paying 
them and in debiting the infant’s account. The doubt 
which has existed on this point is effectively disposed of 
by Paget (Law of Banking, 4th ed., 1930, p. 21). But 
if for any reason cheques are unpaid, neither payee nor 
endorsee has any right of action against the infant. 
Moreover, a banker has no recourse on the instrument 
against an infant customer for whom he has exchanged 
or negotiated a cheque or other draft—and the infant’s 
signature to an “ exchange”’ form will make no difference 
if, by debiting the account an overdraft would be 
occasioned or increased. 


Current Account—Overdraft 

If the account is allowed to become overdrawn, the 
debt cannot be recovered, though there is nothing to 
prevent the infant’s repaying of his own accord; and 
once the debt is repaid, the infant cannot demand the 
money back. The cases of Cunliffe Brooks & Co. v. 
Blackburn and District Benefit Building Soctety (g A.C. 857) 
and Cuthbert v. Robarts Lubbock & Co. ( (1929) 2 Ch. 226) 
are authorities for the view that overdrafts are money 
lent, and there would appear to be no reason for dis- 
criminating, in this connection, between overdrafts and 
loans. Similarly, the banker cannot rely on securities, 
the property of the infant, charged to cover an advance. 
In Nottingham Permanent Benefit Building Society v. 
Thurstan ( (1903) A.C. 6) it was held that a mortgage 
by an infant to secure money lent was void. The security 
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must be returned, if asked for, irrespective of whether 
or not the debt has been paid. Consequently, it is safe 
to lend to an infant only on the indemnification of an 
adult and, preferably, at the latter’s request; and even 
where this is the case, care should be taken to see that 
the security charged by the adult is not in his name 
as a mere nominee. It is sometimes argued that as the 
borrowing is void no debt exists and, consequently, that 
even third party security charged to cover cannot be 
relied upon. It would seem, however, that the position 
in this respect would depend on the wording of the 
third party form of charge or guarantee as the case may 
be, though Wauthier v. Wilson (28 Times L.R. 239) 
supports the view that such an undertaking is good: 
Paget (p. 24) suggesting that it is so either as a guarantee or 
as, in substance, the undertaking of the principal debtor. 


Bills of Exchange 


Though an infant may not bind himself by bill of 
exchange, he may yet pass a good title thereto. Thus 
where a bill is payable to the order of an infant, his 
endorsement and delivery of the bill operate to transfer 
the property therein. By section 22 (2) of the Bills of 
Exchange Act, 1882, ‘“‘ Where a bill is drawn or indorsed 
by an infant, minor, or corporation having no capacity 
or power to incur liability on a bill, the drawing or 
indorsement entitles the holder to receive payment of 
the bill, and to enforce it against any other party 
thereto.” 

An infant cannot be sued on a bill drawn to mature 
after he attains his majority; where, for example, an 
infant gives for value a post-dated cheque, dating it 
a few days after attaining his majority, he is not liable 
on the instrument (Hutley v. Peacock (1913) 30 T.L.R. 42). 
As an infant cannot contract, it follows that he cannot be 
party to an indemnity, guarantee or other undertaking 
involving a liability, except it come under the heading 
of a contract for necessaries or for the infant’s benefit. 


Agency 

Apart from his disability in regard to contracts, 
a minor can be treated in the same way as an adult. He 
may for instance appoint an agent to act for him, but the 
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capacity of the agent is limited by the capacity of the 
infant; that is to say, an agent may not do anything 
on behalf of an infant principal which the infant himself 
cannot do, so that an agent cannot make his infant 
principal liable for a loan or for any debt for which the 
infant himself could not be made liable. 

An infant cannot execute a power of attorney unless 
she (the infant) be a married woman (Law of Property 
Act, 1925, S. 129). 

An infant may be appointed an executor, but he 
cannot act during infancy. He cannot be appointed 
a trustee (Law of Property Act, 1925, s. 20). Where he 
is so appointed, though he may not act, he may ask to 
be restored when he reaches his majority, and he is 
only liable for a breach, in which he acquiesced, con- 
tinuing after he is 21. No legal estate in land can be 
vested in an infant (Law of Property Act, 1925, s. I (6) ). 


Tort 

Even though an infant is liable for tort, he cannot 
be sued in tort if the effect is to enforce a contract 
which is void (Leslie v. Shiell (1914) 3 K.B.607). So that 
where an infant obtains an advance from a banker by 
fraudulently representing that he is over 21 years of 
age, the banker cannot sue the infant in tort, for a 
contract for the loan of money is void. 

A banker has, therefore, to be careful not to lend to 
an infant or to accept any instruction—except that 
embodied in a cheque—or undertaking. 


Joint Account 

Where an infant is in joint account with an adult, 
the latter alone can be looked to for repayment of an 
advance. If the account is in credit, a mandate for 
either or both to sign may be accepted. An instruction 
by the two parties addressed to the banker to accept 
the signature of the adult alone can safely be acted 
upon; for although the infant is virtually appointing 
the adult his agent, the latter will be responsible in any 
event for all operations on the account. Yet the adult 
joint account holder should in these circumstances be a 
person of substance, for the banker cannot look to the 
infant. 
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Where it is intended to lend on joint account it is 
very necessary that several liability should be estab- 
lished, for if the adult account holder, where there are 
only two, were to die, the banker would be unable to 
recover the advance, because the deceased’s estate would 
not otherwise be liable for the debt and the infant could 
not in any circumstances be held responsible. The same 
point must be taken into consideration where an infant 
is a partner. Although he may have the same powers 
as his co-partners for binding the firm, yet he cannot 
be held responsible for any act he does, whether outside 
his authority or not, nor can he be held liable for the 
debts of the firm either during the firm’s existence or 
on its winding-up. 


Bankruptcy, Lunacy, Death 


It is doubtful if an infant can be made bankrupt. 
On the bankruptcy of a partnership the infant partner 
disappears from the business, although he may rank as 
an ordinary creditor for whatever funds he has put into 
the business. In the event of the bankruptcy of an adult 
joint account holder, the only recourse a banker has is 
a proof in the estate of the bankrupt for the amount 
of the debt on the account; he cannot look to the infant 
for reimbursement. 

In the case of lunacy, a banker must act as if his 
customer were an adult. He must stop the account and 
refuse to allow any operations on it, for the customer's 
mandate is gone. 

Where an infant dies, the balance on his account can 
only be paid away on production of Letters of Admin- 
istration, for an infant is not legally capable of executing 
a will. 


“ Minors ”’ 

One difficulty a banker has to meet is the case of an 
infant under, say, fourteen years of age. With the 
advent of home safe, and other savings accounts, the 
banker often finds himself in the position of being asked 
to allow a withdrawal. This position raises the question 
as to the age at which an infant becomes capable of 
giving a discharge. Usually, withdrawal is refused when 
the infant is not seven years old, this being an obvious 
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safeguard. It is, in fact, important to ascertain, at the 
time of the initial deposit, whether withdrawal will be 
required before the infant reaches the age of seven; if 
it is likely, then the account should be in the name of 
the parent, with or without a reference to the infant. 

Although an infant cannot bind himself, yet he may, 
after attaining his majority, promise to do a certain thing, 
and the promise can be supported by the consideration 
for the contract which was arranged before he became 
twenty-one. 


Disclosure 


The relationship of banker and customer applies 
equally between the banker and an infant customer as 
between the former and an adult. Hence the banker’s 
duty to preserve secrecy concerning his customer’s 
affairs is applicable, and it would be a breach of such 
duty, for which an action would lie at the suit of an 
infant, if for any reason, disclosure was made to his 
guardian or parent. 


The Institute of Bankers 


N November 4 Sir John Caulcutt delivered his 
() presidential address to the Institute of Bankers. 

He began his address with a tribute to the work 
that was being done by the Institute to maintain and 
increase the efficiency of banking staffs :— 


“The importance of technical knowledge to bank officials is 
receiving ever-increasing recognition and, in consequence, the 
Certificate of the Institute is now an almost indispensable asset to 
those bankmen who are ambitious to succeed in their profession. It 
is to the growing recognition of this fact that we must ascribe the 
increase in our membership in the last two years from 34,203 to nearly 
37,000, and it is interesting to note that we are now holding annually 
one of the largest professional examinations in the country. .. Although 
not a teaching body, the most important part of the work of the 
Institute lies in its care for the education of the staffs of the banks, 
for it is only through its educational policy that its main objective, 
i.e. the maintenance of the efficiency of the British banking system, 
can be attained, because the efficiency of any system, no matter how 
well and carefully its organisation may have been devised, must 
finally depend upon the competence of those who operate it. I think 
recent developments show that your Council are fully alive to their 
responsibilities.” 
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Continuing, Sir John Caulcutt made a reply to 
criticisms that have recently been made of the banking 
system in this country, and gave examples of the 
guiding principles that are generally applied by practical 
bankers in the conduct of their business :— 


“Criticism there will always be; it seems to me, however, that 
recent criticism of the banking system has resulted from a lack of 
knowledge of the problems confronting bankers in the course of their 
business and of the principles on which a sound deposit banking 
system should and must be conducted. One of the chief complaints 
against us was that a lack of generosity in our loan policy had resulted 
in the restriction of credit. Deposit banks, as we all know, have as 
their primary duty the safeguarding of the interests of their depositors, 
but, always subject to this duty, it is their business to make profits 
by advancing money, discounting bills and providing other services 
to trade and industry. The banks have been able to save many 
sound businesses through the difficult years of the depression. They 
have, however, refrained—and rightly refrained—from continuing to 
finance concerns when once it became apparent that what was needed 
was not help over a difficult period, but a thorough reorganisation 
along lines which would enable competition to be met under new 
conditions. It is no part of a banker’s business, nor would it be wise 
for him, to continue to finance losses where reconstruction is necessary, 
but it is both the duty of the banker, and it is also to his profit, to help 
a sound business to tide over a difficult period. Gradually through 
the years certain traditions and principles have been accepted by 
practical bankers which they instinctively apply when loaning money. 
These traditions or principles cannot be taken as hard and fast rules, 
but their intelligent application is essential to a wise banking policy. 
To mention just two of many examples—in financing house building 
it is in accordance with banking custom to make stipulations which, 
if properly applied, tend to prevent a building programme getting 
very far ahead of the demand for the houses being built. Similarly, 
in the matter of Stock Exchange speculation, the normal attitude of 
a bank towards advances sought for purely speculative purposes tends 
to discourage unhealthy conditions. It is, however, obvious that 
the extent to which accepted principles should properly be applied 
must vary with varying conditions and the really good banker is the 
man who can apply his principles with wisdom, because of his under- 
standing of current needs and of current conditions. The record of 
the banking system in the past seven years affords ample justification 
for the principles adopted and the policy pursued.” 

There must have been many present who would have 
been very interested if Sir John had gone into this 
question of practical banking in greater detail, but 
leaving this subject he went on to review the economic 
position of this country during the past year. On the 
whole he was satisfied with the progress that has been 
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made, except in international trade, which remains 
sadly obstructed. 

“When speaking to you last year, I drew attention to the steps 
taken in this country with the object of overcoming the special 
difficulties confronting Great Britain, as a result of the trading 
depression and of the growth in protective tariffs and exchange 
restrictions abroad. In the twelve months that have since passed, 
it has been difficult to discern, until perhaps quite recently, any 
marked tendency towards greater freedom in world trade, but, in 
spite of the many obstacles encountered and of the obscurities which 
we must regretfully admit still cloud the international outlook, this 
vear has been one of marked revival in the United Kingdom.”’ 

The revival has not, as everyone knows, benefited all 
parts of the country equally, and the Special Areas 
remain a very pressing problem. Increased industrial 
activity has, nevertheless, resulted in a considerable 
decrease in unemployment, which was strongly wel- 
comed by Sir John Caulcutt. 

‘“ The problem is by no means solved, but the fear of unemployment 
has been lifted from many homes and the trade recovery has brought 
to large numbers of the population that peace of mind and sense of 
well-being possessed by those who are usefully occupied and have 
the satisfaction of providing, by their own energies, for those dependent 
on them. The blessing of work has served to lighten the lives and to 
restore the self-respect of many who had experienced the wearing 
futility of prolonged unemployment.”’ 

After assessing the part played in the industrial 
revival by the building boom, Sir John turned to consider 
the position of agriculture, which has, in his opinion, 
effected a remarkable improvement since last year, 
largely as a result of increased prices for farm products. 
Sir John quoted various statistics and said :— 

‘‘ These various facts serve to indicate that, in common with other 
industries, British agriculture is continuing to enjoy a substantial 
recovery from the depression and, taking the country as a whole, 
it seems probable that the average level of agricultural prosperity 
is at least not inferior to the position in 1929. The improved 
agricultural returns cannot fail to have a beneficial influence upon 
the general position, and we also have to remember that a prosperous 
agricultural industry is a national asset of which the value cannot be 
assessed solely in terms of its contribution to the national wealth.” 

Turning to our export trade, Sir John was unable to 
find any parallel progress, and expressed some anxiety 
at the growing visible trade deficit of this country :— 


‘‘ The question which we as bankers have to consider in particular 
is how far this increasing deficit on the visible balance of trade may 
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influence adversely the balance of payments and whether, when the 
final results for the year are available, it will be found that, in order 
to meet our commitments abroad, we have to draw on the external 
capital so largely accumulated as a result of the efforts of our 
predecessors.” 


Although this position is natural for a creditor 
nation, it is obviously imperative that there should be 
some increase in our exports. One of the obstructions 
to trade has been the disparities between sterling and 
gold bloc currencies, and Sir John considered that now 
that this obstacle has largely been removed, possibilities 
for trade have increased considerably. 

“If the policy set out in the declarations of the Three Powers is 
adhered to and steps to secure the development of international trade 
are resolutely applied, the nations may experience in practice, as 
many admit in theory, that freer trade means greater trade, that 


greater trade means greater prosperity, and that greater prosperity 
is the surest palliative to political unrest.” 


In conclusion, Sir John put great faith in the agree- 
ment of co-operation made by the United Kingdom, the 
United States and France, under which the monetary 
authorities in the three countries are enabled to obtain 
gold in exchange for their holdings of one another’s 
currencies. Gold, Sir John finds, still occupies the 
central position in all international monetary affairs, 
and future policy will in some way have to be founded 
upon its use. 





Frozen Foreign Currency Accounts 
By Paul Einzig 


VER since the beginning of the Spanish Civil 
kK War, banks all over the world have been pre- 

occupied by the difficulties of meeting their forward 
exchange commitments in pesetas. These difficulties 
were caused by the moratorium declared in Spain at 
the beginning of the disturbances, and by the general 
upheaval which, in the absence of a moratorium, would 
have prevented banks in many parts of Spain from 
carrying out instructions for transfers from foreign 
peseta accounts. The total amount involved must be 
negligible. After all, the peseta has never been a very 
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active currency—except during spells of speculative 
activity prior to 1931—and during the period preceding 
the Civil War the volume of foreign exchange trans- 
actions in pesetas became reduced as a result of the 
operation of a number of Exchange Clearing agreements 
between Spain and other countries. Nor were internal 
conditions in Spain prior to July, 1936, such as to 
encourage foreign banks to keep more than an indis- 
pensable amount of peseta balances there. Most banks 
reduced their nostro balances with Spanish banks to the 
smallest possible figure necessary for keeping the account 
alive and for meeting the requirements of current foreign 
exchange business. The actual peseta amount affected 
by the moratorium and generally disturbed conditions 
is but a fraction of the outstanding Spanish banking 
credits in terms of sterling and other foreign currencies. 
Nevertheless the freezing of the peseta balances has 
given incomparably more trouble than the freezing of 
the much larger amount of credits to Spain in other 
currencies. After all, none of the banks has big enough 
commitments in the form of credits to Spain to be unduly 
concerned, even on the assumption that those credits 
will remain frozen for years and that some of them may 
have to be written off altogether. The impossibility of 
disposing of peseta balances, however, results in con- 
siderable immediate inconvenience, through which all 
banks and their customers are affected. Those who are 
aware of the great importance which banks attach to 
the prompt execution of their contracts can well imagine 
their dismay over the necessity of having to postpone 
execution of foreign contracts indefinitely. It is bad 
enough in the relations between banks, but when it 
comes to the relations between banks and their customers 
the bankers are prepared to make almost any sacrifice 
to keep their part of the bargain. They are, however, 
unable to deliver pesetas if their accounts are blocked. 
The exact legal and actual position of the peseta 
accounts is by no means clear. Nobody has as yet 
succeeded in ascertaining the exact meaning and extent 
of the Spanish moratorium. Its application differs in 
various parts of Spain. Strangely enough the Barcelona 
Government has adopted a much more liberal attitude 
towards foreign balances than the Madrid Government. 
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Nobody quite knows what the position is in the terri- 
tory controlled by the insurgents. In any case, no matter 
what the legal position may be, in practice it is by no 
means easy for banks in the middle of Civil War to 
carry out the instructions of their foreign correspon- 
dents. Communications with Madrid are, of course, very 
irregular, and in many instances the instructions do not 
even reach the Spanish banks. 

Needless to say, the actual amount of peseta balances 
is a mere fraction of the total outstanding forward 
contracts in pesetas. The same amounts have been 
sold and resold over and over again, and if one of the 
sellers is unable to deliver the pesetas, the whole chain 
of sales breaks down. The situation to-day is that, so 
far as the London market is concerned, purchases and 
sales of pesetas are more or less balanced. London has 
sold pesetas to New York—which is usually a buyer of 
Spanish currency owing to immigrants’ remittances— 
and is a buyer of pesetas from Lisbon and Paris—through 
which centres most Spanish refugees liquidated their 
pesetas—and from Amsterdam. The idea of London 
banks was to arrange international compensation with 
the aid of which London could discharge its peseta 
liabilities by transferring to New York its claims on 
Paris, Lisbon and Amsterdam. The American banks 
were not, however, prepared to agree to this solution 
and insisted that London should do her best to meet her 
commitments irrespective of whether she is able to 
liquidate the pesetas due to her from continental centres. 
As the siege of Madrid makes the pursuance of this 
course virtually impossible, the deadlock is complete. 

This is not the first time in recent financial history 
that the Foreign Exchange market has experienced such 
a breakdown for similar reasons. Towards the end of 
1935 the blocking of lira balances pending the investi- 
gation of their origin led to a somewhat similar situation, 
though the subsequent release of most of the balances 
enabled banks to liquidate their foreign contracts after 
a while. A similar breakdown, only on an infinitely 
larger scale, threatened the Foreign Exchange market in 
I93I as a result of the German transfer moratorium. 
When on July 13, 1931, all payments were suspended, 
there was a huge amount of reichsmark balances which 
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became blocked. Had these reichsmarks not been 
released subsequently, the international banking com- 
munity would have experienced the same inconveniences 
which it is experiencing with the peseta at present, 
only on about a 100 times larger scale. To avert this 
the German authorities came to an agreement with their 
foreign banking creditors in September, 1931, according 
to which the reichsmark balances were to be released 
within six months. On the surface this arrangement 
appeared to involve a substantial loss of foreign ex- 
change for the German authorities. The chief bene- 
ficiaries were Swiss and Dutch banks which had very 
large reichsmark deposits with the Forward Exchange 
covered. The granting of reichsmark deposits was 
incomparably less popular among London banks, so 
reichsmark balances were relatively small. Thus in 
agreeing to the preferential treatment of reichsmark 
claims over foreign currency claims the London banking 
community was, on balance, the loser, for if the same 
amount of foreign exchange had been allotted by the 
Reichsbank in equal proportions to creditors in reichs- 
marks and in foreign currencies, London banks would 
have received much larger repayments. Notwithstanding 
this, they agreed to this unilateral arrangement, absurd 
as it was for preference to be given to a creditor who was 
receiving 8 per cent. per annum over a creditor who 
granted an acceptance credit against a commission of 
1 per cent. for three months. The reason why London 
banks were so conciliatory was that they were anxious 
to clear up the frozen forward exchange commitments. 
To that end they consented to what amounted to a very 
considerable sacrifice to the benefit of Swiss and Dutch, 
and, to a less extent, American banks. 

The question which puzzled me for years was: Why 
was it that the German authorities were so willing to 
consent to an arrangement which appeared to lead to 
a substantial decline in their foreign exchange resources ? 
While they had driven hard bargains regarding the 
repayment of their indebtedness in foreign currencies 
they were quick to agree to the creditors’ demand 
regarding the preferential repayment of their banking 
debts in terms of reichsmarks. Having carefully 
investigated the conditions, I have arrived at the 
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conclusion that the explanation is that the arrangement 
did not involve any sacrifice for Germany. On the 
contrary, she stood to gain a substantial amount of 
foreign exchange through the liquidation of outstanding 
forward exchange commitments. 

In order to understand the situation it is necessary 
to bear in mind that German banks and other short- 
term borrowers during the period of post-war stability 
did not implicitly trust the reichsmark and many of 
them covered themselves against exchange risk by 
buying sterling, dollars, etc., forward to meet the 
maturing bills. It is true that the practice was far from 
universal. lor one thing, many of the credits granted 
to German banks were used for financing long-term 
transactions and were therefore renewed time after time. 
For this reason alone, German banks did not consider 
it necessary to make provision for the payment of 
sterling or dollars on maturity. Allowing for this and 
other considerations, the fact remains that a reasonable 
percentage of German short-term credits in foreign 
currencies was covered in 1931. Germany as a whole 
was, on balance, a buyer of forward exchange at the 
moment when the crisis of July, 1931, brought matters 
to a standstill. This meant that if the outstanding 
forward exchange contracts between Germany and foreign 
centres were to be liquidated, she would stand to gain 
on balance a certain amount of foreign currencies 
which would not be used for their original purpose 
of meeting maturing bills. It was in all probability for 
this reason that the German authorities consented to 
a solution which enabled bankers to liquidate their 
forward exchange commitments in relation to Germany. 
Even though on the surface it appeared to involve 
a sacrifice for Germany, in reality she was distinctly 
a gainer on balance. It is impossible to make even an 
approximate estimate of the amount involved, but if 
we assume that only 25 per cent. of the German foreign 
currency credits were covered against exchange risk— 
an assumption which, in the light of the growing menace 
to the reichsmark in May, June and July, 1931, appears 
to be, if anything, rather conservative—then the Reichs- 
bank must have benefited by the liquidation of forward 
exchange contracts to a very large extent. Such an 
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influx was never registered in the returns of the Reichs- 
bank, in which the gold and foreign exchange stock 
showed a persistent downward trend. It is to be 
assumed therefore that the amounts obtained were 
either kept as a hidden reserve or used for the repurchase 
of German loans abroad at bankrupt price. 

The above example shows that developments in the 
sphere of Forward Exchange should receive more 
attention than they have hitherto received outside the 
circle of technical experts directly engaged in foreign 
exchange operations. Their close examination at times 
reveals facts whose significance goes far beyond the 
limits of the foreign exchange market. 


Bank Deposit Currency 


By A. V. Barber 


ARLY last century, Fullarton, protagonist of what 
EK was known in his day as the Banking School, is 

quoted by Thomas Tooke in his “ History of 
Prices’’ to the following effect :—‘‘ It is not so much 
by convertibility into gold as by the regularity of the 
reflux that in the ordinary course of things any re- 
dundance of the bank note issue is rendered impossible.”’ 
The particular reflux to which Fullarton was referring 
was that of notes convertible into gold. According to 
his school of thought safety in the issue of convertible 
paper was inherent in its convertibility. This view finds 
many adherents in our own times. 

But it was the Currency School, representing the 
opposite standpoint, which won the day, and its success 
was signalised by the passing of the Bank Charter Act 
of 1844, with its restrictionist provisions. The fiduciary 
issue of notes authorised by the Bank Charter Act was 
£14 million. Subsequent increases were allowed from 
time to time and in November, 1928, it stood at £19? 
million before the Bank took over from the Treasury 
the liability of currency notes. It was then raised to 
£260 million, at which figure it now stands. Naturam 
expellas furca, tamen usque recurret. The consequence of 
pre-war note restriction which could not have been 
foreseen was the development and, as time went on, 
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the steady increase in the use of the cheque as a means 
of payment and to an extent sufficiently vast to meet 
the ever-growing demand for currency as commerce ex- 
panded. Thus for practical purposes up to the time of 
the Great War, the cheque system made good what 
would otherwise have been an intolerable restriction of 
the issue of legal tender. When a large increase in 
currency payments, necessitated during the War, to 
persons who had no banking accounts forced the 
Government to increase the volume of legal tender, the 
fiduciary issue was necessarily enlarged and subsequently 
limited to the figure at which it stands to-day. 

No better instance in support of the Currency School 
theory could be found than that supplied by Professor 
Irving Fisher, who, in an article which appeared in the 
October number of The Banker's Magazine (U.S.A.), 
calls for 100 per cent. money, by which he means that 
bank deposits should have 100 per cent. gold backing. 
In his view there should be no fiduciary basis for banking 
credit. He is thus applying such rigid principles to credit 
and covering the wider area which embraces bank 
money, without supplying any corrective for restriction 
such as the cheque system itself provided when such 
principles were applied exclusively to legal tender in 
this country go years ago. Paradoxically, in advocating 
what is nothing more than ruthless deflation, he depre- 
cates a money famine. 

Such a theory, emanating from so influential a source 
is sufficiently startling in the United States. It would 
be the more so in a country into the economic fabric of 
which the banking system is so closely woven as it is 
here. To demonstrate in detail in the pages of 
THE BANKER the objections to a theory which, when 
its logical implications are developed to the full, cuts at 
the whole root of the banking principle, should not be 
necessary. It asks nothing more of the banker than 
that he should act as a cloak-room attendant for 
valuables, including legal tender. As a result, the 
community dispensing with banking machinery to which 
the civilised world has become accustomed would be 
starved of its necessary supplies of means of payment, 
unless Government Authorities stepped in and provided 
unchartered increases in the volume of fiduciary legal 
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tender, to take the place of the self-liquidating means of 
payment that it had lost by the suppression of bank 
credit. No trader would be able to operate beyond the 
limits of his own capital and permanent borrowing, and 
the savings of the individual could neither be made 
readily available for use nor circulated other than at 
high custody and transport cost. A chapter would be 
closed of which the first page was opened when modern 
deposit banking came into being, or when the first 
depositor entrusted his savings to a reputable house 
and received a recognition of a debt to himself, repayable 
at call, in exchange. 

It is less the intention of the present writer to combat 
what, in this country at all events, must appear so 
obvious a fallacy to the initiated, than to indicate a line 
of reasoning to bankers and others concerned with 
currency problems. Are we not in danger at the present 
time, when their importance has become paramount, 
of applying conclusions, correctly reasoned but from 
false premises? Professor Irving Fisher himself made 
a valuable contribution to modern currency theory in 
his famous equation, to an important application of 
which allusion will be made. 

It is customary for economists to regard bank money 
as a whole as part of the currency, but although the 
term deposit currency can only be applied scientifically 
to that proportion of bank deposits which in a given time 
is actually drawn upon and used as currency, it is far 
too often applied to bank deposits generally (as the 
writer has previously pointed out), and is treated as 
comprising that proportion of the banker’s liability to 
his depositors which, from a depositor’s point of view, 
is nothing more than capital in a particular form. It 
might be thought that such a distinction would be 
generally recognised by currency theorists. On the 
contrary, there survives a theory that a restrictive mone- 
tary policy should be applied indiscriminately to money 
in its broader sense, including not merely active deposits 
upon which cheques are drawn, but bank deposits as a 
whole. 

In the ‘‘ Monetary Review”’ (Money and Banking 
1935-36) issued by the League of Nations, the Irving 
Fisher equation is employed for the purpose of measuring 
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relative velocities of currencies of a group of repre- 
sentative countries during the last few years. Failure to 
recognise which class of bank deposits have, and which 
have not, currency significance, must cast doubts upon 
the conclusions which emerge; for example, when it is 
stated that the “ average velocity of circulation of bank 
deposits ’’ (in representative countries) ‘‘ fell more during 
the depression phase of the cycle than did bank deposits 
themselves’”’ and that a fall in efficiency of money 
supply was more marked than the contraction of its 
volume, it is not possible to accept without further 
examination the validity of such apparently acceptable 
conclusions. If correct they would be derived less 
significantly from the fact that the circular velocity of 
such bank deposits as have a bearing upon incomes 
and expenditure is confined merely to the active deposits, 
as distinct from those which, as we have seen from a 
depositor’s point of view, are simply a form of capital. 
Clearing movements of the latter have little or no 
currency significance, and their presence renders abortive 
the application of statistical data of clearing figures 
generally as a measure of velocity. 

But a further conclusion drawn is that in the United 
Kingdom ‘the increase in monetary demand which 
occurred after 1932 was the result of a rise in both the 
the volume of bank deposits and (later) in their average 
velocity of circulation.’’ It would seem that to neglect 
recognition of the non-currency attribute of inactive 
deposits leads to this rather than to the more relevant 
conclusion that with the increase in production between 
the Autumn of 1932 and the Summer of 1934, the average 
velocity of circulation of bank deposits rose more than did 
hank deposits themselves. The reason why the League of 
Nations diagram does not bear this out is clear. 

The deposits of the 10 Clearing Banks at the 
beginning of the period (September 1932 average) were 
£1,865 million; at the end of it (July 1934 average) 
they were £1,871 million. At their highest they had 
risen (December 1932, January 1933 averages) to £1,983 
million. This was a period when intensive foreign 
hoarding must have increased inactive deposits since it 
was accompanied by reciprocal action on the part of 
the Exchange Account, reflected in the bank’s figures 
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by the rise in discounts. Such additions to each side 
of the banks’ balance sheets were deflationary rather 
than inflationary. They obscure the fact that trade 
activity automatically must and did give rise to active 
deposits and increased velocity. It is also obscured 
because a cheap money policy leading to a relatively 
large volume of Bankers’ Cash (i.e. the total of coin, 
notes and banker’s balances at the Bank of England) 
since the Spring of 1932, permitted or caused an almost 
uninterruptedly increasing volume of banks’ investments 
from then onwards. There is probability approaching 
certainty that a large proportion of this increase was 
in effect the banks’ contribution to trade revival as an 
alternative to the granting of loans, and, to that extent, 
a larger quantity of active deposits with their relative 
velocities came into being. Still as a result of continued 
political uncertainty in Europe the inactive deposit 
representing a large proportion of deposits as a whole 
swells the figures that go to make up the total of the 
“net quantity of money available’’, although it has no 
currency significance. 

Such results—in the writer’s view misleading—are 
due to the application of Professor Irving Fisher’s 
equation in such a manner as to divide at selected dates 
the product of the indices of the quantum of industrial 
production and the mean of wholesale and retail prices, 
by the net quantity of money available, and since this 
divisor is swollen by the inactive deposits, it is evident 
that useful results are vitiated by a factor which has no 
real bearing upon the calculations. 

The future development of international currency 
control may well turn upon a correct diagnosis of relative 
currency efficiency in the different countries. Theoreti- 
cally this should be possible, having regard to the wealth 
of statistical data at the disposal of the League of 
Nations and the industry with which it is compiled, 
but it would seem necessary to adjust the application 
of the Irving Fisher formula if valuable results are to 
be achieved. 

The civilised world has at its disposal the means 
of accelerating and retarding the tempo of currency 
activity automatically according to trade needs, without 
stopping for the necessity of frequently measuring the 
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volume of currency which may be issued with safety. 
Cheques, serving their purpose as currency, appear and 
disappear like the bubbles on the disturbed surface of 
moving waters. Their volume is governed entirely by 
the currency needs of the community without any 
call for legislative adjustment; at one time the given 
volume of bank deposits may be operated upon by a 
large number, at another time by a fewer number of 
cheques. To illustrate how little the increase or decrease 
of deposit currency as a whole corresponds with that of 
the money available for circulation, it may be noted 
that, due to the action of the Exchange Account, the 
volume of bank deposits in this country was increased 
largely, previous to the devaluation of the franc, by 
continental hoarding matched by the acquisitions of 
gold with the object of counteracting the danger of 
accretion of fugitive funds. The effect of this addition 
to sterile deposits was deflationary rather than in- 
flationary. If, for instance, as occurred last June, the 
cash base (as noted at the time by The Economist) is 
reduced by foreign hoarding of British currency notes, 
the volume of deposits as a whole tends to be less than 
what otherwise would have been the case; again, when 
the volume of deposits is increased by fugitive funds, 
that of active deposits must be reciprocally decreased 
unless there is a counteracting addition to the cash base. 

The adoption of Professor Irving Fishers’ 100 per 
cent. theory would mean not only a reduction of bank 
deposits to the level of the cash base, but of deposit 
currency to a point determined by a further deduction from 
it of the volume from time to time of the inactive type of 
deposits. The only possible correction to meet currency 
needs, failing sufficient compensation by means of velocity, 
would be vastly inflationary increases in legal tender. 

Can a world-famous economist have considered fully 
the implications of proposing to thrust us back upon 
long-discarded and cruder courses which have 
been modified so successfully by civilised communities, 
through omission to recognise first, the limited and 
ever-varying significance as currency of the sum total 
of bank deposits, and secondly the peculiar value of an 
adjustable self-liquidating adjunct to legal tender which 
the cheque system as we know it supplies? 
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The Insurance Outlook 


By F. G. Culmer. 


OTHING could be more propitious for the welfare 
N of the business of insurance as a whole than the 

present flourishing state of this country. British 
trade and industry, with the exception of the Special 
Areas, were never more prosperous than they are to-day, 
and when it is borne in mind that both are to a very 
large extent dependent upon the effective and economical 
service of insurance, it will be realised that insurance is 
playing a most important part in the stimulation of 
industrial progress. It is also perfectly true to say that 
insurance and industry are largely interdependent, and 
it follows that when trade is prospering there is nothing 
lacking in either the volume or well-being of insurance 
business, while it is the security afforded by insurance 
that paves the way for the useful employment of both 
capital and labour. 

Fortunately for the common weal there is an abund- 
ance of capital readily available for sound industrial 
enterprise, and it is not the fault of insurance that 
production is somewhat hampered by a shortage of 
labour, skilled and otherwise. A prominent feature, 
symbolic of the close relationship between insurance 
and industry, is the intensive development of the move- 
ment in group pension and life assurance schemes. 
While many of the life offices are now prepared to under- 
take the administration of these schemes, the bulk of the 
business is concentrated in the hands of four of the big 
specialist offices, whose largely-staffed group departments 
are experiencing considerable difficulty in coping with 
the constantly increasing demands upon their services. 

It is indicative of the vast scope for the life offices in 
this connection that, apart from privately administered 
pension funds, of which there are a good many in exist- 
ence, over 800 new schemes under the administration of 
life assurance companies have received the approval 
of the Inland Revenue authorities in the course of the 
past twelve months. This approval is necessary in order 
that the employer’s contributions may rank as an 
expense for purposes of income tax assessment, while it 
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also gives employees the right to claim rebate of income 
tax on their contributions as though they were life 
assurance premiums. Whether the time will ever come 
when these group pension and life assurance schemes 
will entirely supersede the private funds is a matter for 
conjecture, but their rapid and continuous numerical 
growth leaves no doubt as to their immense popularity, 
which is clearly justified by the beneficial results accruing 
to both employer and employed. 

The group insurance system, which is practised so 
successfully in the United States, possesses the special 
merit of reacting in a most favourable manner upon the 
progress of manufacturing and ordinary trading concerns. 
It solves the problem of old age in industry, as well as 
tending to limit overhead costs, inasmuch as under a 
group pension scheme employees whose efficiency is 
impaired by increasing age are removed automatically. 
Besides attracting the better type of workman, the 
installation of a scheme of this kind has the inestimable 
advantage of creating a feeling of goodwill between 
employee and employer, with the result that output and 
production are enlarged and improved. It will thus be 
realised that there is considerable opportunity for the 
still wider development of the group pension system by 
the life offices, whose participation on a large scale in 
this typically national movement promises excellent 
results both to themselves and to the _ industrial 
population. 

As viewed from the perspective of Stock Exchange 
opinion the outlook for insurance companies is definitely 
encouraging. During the present year aggregate share 
values have risen to spectacular heights. The high 
record of £363,119,703 established in January was 
exceeded in August by £1,647,778, and although the top 
level has not since been maintained, the end of October 
found the total as high as £359,942,091. The market 
has apparently ignored the possibilities of the Spanish 
situation in regard to potential claims which may 
eventuate after the cessation of the civil war, although, 
as will have been realised from the recent review of the 
position in THE BANKER, the companies concerned are 
by no means oblivious of the extent to which they may 
be involved in losses. While it is unnecessary to indulge 
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in any extravagant views as to the ultimate outcome in 
this connection, it is impossible in a review of this kind 
to overlook the contingency, and in any event the 
companies will be duly prepared to cope with the 
situation. 

In the event of heavy losses they would presumably 
be reflected in a fall in share values, and in any case it 
cannot be imagined that the present high quotations 
will be maintained indefinitely, seeing that in the 
majority of instances they afford an inordinately low 
yield. In the absence of increased dividends, which 
are generally improbable, there is obviously but little 
scope for further capital appreciation. Investors who 
bought insurance shares some years ago at much lower 
prices than those ruling to-day are no doubt torn 
between two considerations: whether to be content 
with their comparatively high investment yields, or to 
take the opportunity which is now presented of realising 
the substantial profits which have accumulated on their 
holdings. On the one hand, they could scarcely at the 
moment reinvest their capital with anything like the 
advantage which they gained by earlier purchase of 
their shares; on the other, by anticipating what appears 
to be a by no means unlikely change in market conditions 
and securing their gains, they could hold themselves in 
readiness to seize the chance, when it appears, of 
reacquiring the shares at an advantageous level. 

My prediction in THE BANKER a year ago that the 
share market would remain firm has been verified, but I 
am disinclined to repeat that forecast at the present 
time, in spite of the fact that there is no immediate sign 
of money becoming dearer. There is evidently a super- 
abundance of money for trade purposes at home and for 
new capital issues, and what is apparently needed to 
end the cheap money régime is a considerable improve- 
ment in world trade and in the credit of foreign countries, 
together with a removal of the embargo on foreign 
loans. The Government’s attitude in this direction is, 
however, clearly defined. A slump invariably follows 
a boom on the Stock Exchange, and the present boom 
will not continue indefinitely. Of course any advance 
in the present low investment rate of interest would 
improve insurance dividend prospects, for the result 
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would be to swell the companies’ interest earnings, upon 
which, in accordance with the unswerving directorial 
policy in vogue for several years past, dividends are 
mainly dependent. Until there is any material accretion 
in those earnings it seems hopeless for shareholders to 
look forward to increased dividends. None of the 
interim declarations have shown any change. 

Meanwhile the demand for life assurance continues 
unabated, and the total new business returns for the 
year are sure to make an impressive showing. In times 
like the present the investment aspect of life assurance 
makes an inevitable appeal to the public, and it is for- 
tunate in the general interest that there is never any lack 
of sound and lucrative profit-earning schemes, all of 
which have the great advantage of immunity from the 
risk of depreciation. A short-term with profit endow- 
ment assurance is an admirable form of investment. 
Here is a concrete example, based on the actual figures 
of a prominent life office. The annual premium to secure 
£1,000 with profits, payable at the end of fifteen years, 
commencing at age 47, is £73 13s. 4d., which by rebate 
of income tax at one-half the present standard rate is 
reduced to £64 19s. Id. Assuming the maintenance of 
the current rate of bonus the cash value of the policy 
at maturity will be £1,457 Ios. This represents a 
return of the whole of the net outlay with 4? per cent. 
per annum compound interest free of income tax, which 
is equivalent to nearly 6} per cent., with income tax at 
4s. gd. in the £. Compare this with an investment in 
34 per cent. War Loan, which, at the present price gives 
a gross yield of 3} per cent. 

Annuity business reached its peak last year, and 
while there has been a lot of activity in this direction 
during the present year it is not expected that the 
record of 1935 will be exceeded, although it will probably 
be very closely approached. The life offices have had 
to contend with a good deal of competition from the 
fixed and flexible trusts, but in spite of this the popularity 
of annuities has not been impaired to any marked 
degree. A few years ago when the 5 per cent. War 
Loan was converted to a 33 per cent. basis, a large 
number of people of moderate means were forced into 
buying annuities in order to ensure for themselves a 
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reasonable rate of income on their capital, and the 
result was an enormous influx of business. To a large 
extent that market has been satisfied, but so long as 
first-class investment securities only offer a small yield, 
as at present, there will always be a considerable number 
of people in advancing stages of life with small savings 
to invest who will have recourse to annuities. 

For obvious reasons there is no comparison between 
the percentage incomes derived through the medium of 
annuities and the yields on gilt-edged securities. While 
34 per cent. War Loan gives no more than about 3} per 
cent., an immediate annuity will provide a man of 55 
with an annual income of {7 7s. 2d. for each £100 of 
purchase money. Going up the age scale the rate for a 
man of 60 is £8 8s. 1od.; 65, £9 18s. 4d.; 70, £12 os. 3d., 
and so on. There is plenty of variety nowadays in 
annuity schemes. People who are willing to accept 
lower rates of income than those mentioned can have 
the annuity guaranteed for so many years, whether they 
themselves live or die, so that most, if not all, of the entire 
outlay comes back in annual instalments. Others may 
choose a fixed income for life of 5 per cent. or 6 per cent., 
with a guaranteed return at death of a portion of the 
capital invested. Another attractive form of investment 
is a joint life survivor annuity, in which the annuity 
is payable to a husband and wife until the death of the 
survivor. 

It is scarcely to be expected that the composite 
companies will be able this year to maintain the 
abnormally high profit ratios which they showed in 
1935 in their fire insurance departments. Up to the 
end of October the estimated total of fire losses in Great 
Britain and Ireland was £8,210,000, exceeding by £152,000 
the amount for the corresponding period of last year. 
This is admittedly only a comparatively small difference, 
but there have to be taken into account the increased 
losses up to date in the United States, where the British 
offices have extensive business connections. For the 
first nine months of this year losses totalled £43,995,197, 
which is an increase of {5,888,557 over the total for the 
corresponding period of 1935, and with three months to 
go the aggregate is within {7,836,792 of the full total for 
1935, Which was £3,298,423 below the 1934 aggregate. 
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An unfavourable feature in the U.S. fire insurance 
business in 1935 was a sharp downward course in 
premium rates, and a consequent material reduction in 
premium incomes. If this business is to be conducted 
on a thoroughly successful basis it is imperative for 
premium incomes to be maintained on an ascending 
scale, in which case the tendency would be for the fall 
in premium rates to be arrested. No wholesale reduction 
in these rates can be justified economically except when 
there is more than a corresponding contraction in the 
loss ratio. This year an increase in premium incomes 
has been indicated, by reason of the greater demand for 
fire insurance as an outcome of the general expansion 
in industry. 

Apart from the direct losses, as estimated above, 
insurance companies are also concerned very con- 
siderably with consequential losses, such as loss of profits 
occasioned by the interruption of business through fire 
and the attendant inconvenience caused during the 
rebuilding of destroyed or damaged premises. Those 
losses are covered in a great many instances by special 
policies, and are of no mean amount. In recent years 
the comprehensive policy has become a very popular 
form of cover among the general public, and it will 
probably be found that claims have been above the 
average this year, for the devastating gales and storms 
have wrought a heavy toll of damage throughout the 
country. 

The improvement in the conditions enveloping 
casualty insurance in the United States will have been 
most welcome to the composite companies which in 
recent years have felt the pinch in this direction. The 
unusually wet weather prevailing for the most part 
during the present year has doubtless been a blessing in 
disguise for the companies specialising in Jupiter Pluvius 
policies, for it has brought plenty of grist to their mill. 
Never before, perhaps, has there been so great an 
incentive for cricket clubs and other organisations to 
insure against the effects of rain on outdoor festivals, 
and there is every reason to assume that this particular 
type of business has increased by leaps and bounds. 

Of the various types of business associated with the 
accident and general departments of the insurance 
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companies none has developed to such an enormous 
extent as motor insurance, while it is true to say that 
none has presented so many difficulties to underwriters. 
On those difficulties it is unnecessary to enlarge for they 
are well known, but it is a manner for much satisfaction 
that the insurance companies generally have so far 
solved the problems with which they have been faced 
as to make it possible for profits to be earned in the main. 
In proportion to the premiums the profits are, however, 
necessarily curtailed, but when one takes into con- 
sideration the appalling toll of accidents on the roads, 
and the never-ceasing third-party claims which come 
up for settlement it is really surprising that the com- 
panies are able to make any profits at all. 

Not only by the insurance of motor vehicles are the 
insurance companies rendering an indispensable public 
service with great ability, for they are co-operating with 
the authorities in a laudable endeavour to increase the 
safety of the roads, and generally to place the motor 
business on a still more stable footing. One of their 
greatest achievements has been to maintain premium 
rates on an equable basis, in spite of the heavy claims 
which they are still called upon to pay. While the 
public demand for motor insurance is certainly increasing, 
the outlook for the companies would appear to be 
improving with experience of the hazards involved, 
although efforts to render motor traffic conditions 
anything like ideal have been so far ineffectual. 

There is, of course, a great future for aviation insur- 
ance, in which several of the leading insurance companies 
are now co-operating. This is naturally a highly specialised 
form of insurance, and for some years to come the 
business will probably be confined to the select few 
companies which operate under a central organisation, 
known as The Aviation and General Insurance Company. 
It will be most interesting to see how results work out. 

As regards the outlook for marine insurance, statistics 
compiled by the Liverpool Underwriters’ Association 
show that shipping losses during the nine months to the 
end of September last were greater than for the corre- 
sponding period of last year. This year 14 British 
vessels of 30,852 tons gross, and 78 foreign vessels of 
165,476 tons gross, were lost through casualties, making 
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a total of 92 vessels of 196,328 tons gross. In the 
corresponding nine months of 1935 the total losses 
comprised 71 vessels of 168,745 tons gross. So far as 
one can see at this moment marine profits are likely to 
be smaller in 1936, but the capacity of the market has 
been recently demonstrated in no uncertain fashion by 
the underwriting of more than £3,250,000 on the sister 
ship to the ‘Queen Mary,” now being built on the 
Clyde. 

In summing up a review of this kind one cannot 
lose sight of the fact that possibilities in the insurance 
world are virtually boundless, and the ramifications of 
this many-sided business are so huge and widespread 
that if some results are sometimes disappointing they 
are invariably more than counterbalanced by others of 
a more favourable character. Above all other con- 
siderations the great financial resources of the British 
insurance companies stand out pre-eminently as a 
bulwark of security for the insuring public, whose 
confidence, happily, can never be shaken or undermined. 


Some Forward Exchange 
Comments. 


By W. W. Syrett 


N THE BANKER for June there appeared my version 
| of the theory of forward exchange, in regard to which 

Dr. Paul Einzig has commented at some length in 
THE BANKER for July, and elsewhere. Whilst he finds 
it desirable to ascertain whether or not the theory is 
over-estimated, the writer is concerned to ensure that 
his original theory is not misinterpreted by the later 
editions, and that those who have followed the new 
theory are not misled by misstatements in regard to the 
practice of forward exchange dealing. 

It is asserted with some assurance by my com- 
mentator that “‘ none of the large banks would undertake 
interest arbitrage for the sake of a maximum yield of 
: per cent.’”’ This would seem to imply that the ex- 
change dealer always maintains a level position forward 
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as well as spot. In practice it is usual for all forward 
deals with customers to be carried in the spot posi- 
tion, and then the dates are adjusted by swaps of spot- 
against-forward or forward-against-forward (with other 
customers or in the market) as favourable opportunities 
present themselves. Under these conditions, if a dealer 
oversells forward at a premium in excess of interest 
parity he tends to build up spot rather than to swap in 
order to adjust his dates. If he sells for optional date 
of delivery when the forward is at a premium (parti- 
cularly if the premium is in excess of interest parity) 
and decides to cover outright in the forward market, he 
buys in for the first day on which the customer can 
demand delivery. On the other hand, a sale to a customer 
of fixed date or option, where the forward is at a discount 
in excess of interest parity, is more usually set off 
against a purchase of forward for the customer’s fixed 
date, or for the /ast day on which delivery can be 
demanded, respectively. If in any of these examples 
the forward has been carried in the spot position pending 
a market swap, then that swap will be done for the date 
I have mentioned in each case. It will thus be seen 
that the covering operations in the market, by which 
a bank levels the position, involve it in a type of interest 
arbitrage rather dissimilar from the more deliberate 
“Swap and Deposit’”’ operation; the size to which 
a swap position of the former type can be built up is 
only limited by the extent to which the dealer is allowed 
to use the sterling funds of his bank on the one hand, 
and run overdrafts in foreign centres on the other. 

Dr. Einzig reads into my original paper a measure 
of assurance about the level of Purchasing Power Parities 
which I have not assumed. There must necessarily be 
in the mind of an exchange dealer some view in regard 
to the tendency of any exchange rate, based on the 
supply and demand in any particular currency at any 
particular time; further, he can tell what potential 
demand underlies his limit orders from commercial 
customers, both in regard to buying and selling. His 
arbitrage calls put him in touch with conditions in 
other money centres of the world, and it does not 
require long years of active training before he is able 
to formulate some reasoned opinion in regard to long- 
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term as well as short-term expectation. Some fairly 
definite figures of levels of equilibria are formed in his 
mind and the “ feel of the market’ would usually be, 
in the long run, towards Purchasing Power Parity. It 
could even be assumed, for the sake of argument, that 
this Parity is a definite figure; further than that I have 
yet to go, in either thought or written word. 

An interesting example which would seem to be an 
exception to my general theory in regard to forward 
exchange has been put forward by Dr. Einzig. When 
a rapid inflation of a currency takes place, the external 
depreciation is usually faster than that of internal loss 
of purchasing power. Under these circumstances the 
currency can be heavily undervalued by current spot 
exchange rates but nevertheless (as the result of the 
speculator’s bear attack) the forward exchange may be 
at a discount. I had thought to cover this point by 
saying that “‘ Neither can any conclusion be drawn 
from a gambler’s market at any time.’’ When conditions 
of bear attack to this extent arise in the circumstances 
outlined, the term “gambler” is always applied to 
the bear operator. As we have recently observed, 
nationals of the country whose currency is the subject of 
the attack are prevented by law or discouraged by 
public opinion and the requirements of the banks from 
‘““gambling’’ in this manner. Readers will remember 
that in August and September, 1931, English buyers of 
dollars were strongly discouraged by our banks as 
a patriotic measure, and, after our departure from gold, 
purchases were restricted in practice to trade needs. 

There may be observed three exceptions to the 
general tendency for the forward rate to lie between spot 
and equilibrium level :— 

1. First we have the one commented upon in the last 
paragraph, which is worth a fuller examination. When 
a currency moves in the vicious circle of inflation— 
depreciation—falling revenue—further inflation, then the 
rising internal price level may not develop so rapidly 
as the loss in external value, i.e. in the exchange rate. 
Thus at the spot exchange rate current at any particular 
time the unit may be undervalued. The anxiety of the 
nationals of the country to transfer into “ sounder ”’ 
currencies, added to offerings by foreign bear speculators, 
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produces not only a depreciation in the spot rate, but 
also a wide discount on forwards. 

2. The second exception occurs where the rate under 
examination is that between two gold standard units 
at the moment when one has depreciated externally to 
gold export point, which is, of course, the import point 
to the other centre. Unless it is anticipated that the 
currency which is weak will be forced to break away 
from the standard, the forward rate is not quoted below 
the specie point. At this point speculators are prepared 
to support the depreciated currency by forward pur- 
chases, whilst interest arbitrageurs also buy it spot in 
order to secure the larger interest offered if the normal 
defence of a rising bank-rate is resorted to; in this 
case the forward is left uncovered, so that the anticipated 
appreciation may be added to the profit on the deposit. 

Mr. A. A. van Sandick, in ‘“‘ The Problem of Monetary 
Stabilisation’ covers this point in the words “ The 
influence of interest arbitrage in the forward exchange 
markets diminishes in proportion as the outright forward 
rate approaches the gold-points, or in the case of 
a pegged currency as the outright forward rate approaches 
the rates between which the currency fluctuates.” 

3. The third example is concerned with the currency 
of a country which is subject to seasonal influences, of 
which Canada and the Argentine are examples. Before 
the War the best illustration was the U.S.A., though 
in each case the seasonal effect decreases as_ the 
newer countries advance (from the viewpoint of general 
economic development, and particularly with the in- 
crease of industrialisation) and the effect is disseminated 
as facilities for storing primary products are increased. 

When a regular harvest-period, year after year, leads 
to a balance of payments in the autumn in favour of 
a country producing crops, then speculators and trade 
buyers anticipate the appreciation in the exchange by 
outright forward purchases. We may suppose, for 
illustration, that the actual rate coincides with purchasing 
power parity as the autumn approaches ; if gold standards 
are concerned we may also assume that mint par and 
purchasing power parity coincide. The tendency will 
then be for forward exchange to be, possibly at a 
premium against spot, but certainly at a premium 
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against interest parity level. It must be remembered 
that the cost of moving the harvest leads to a 
demand for cash and credit, so that interest rates tend 
to rise before the harvest is gathered; a rising rate of 
interest would, other things being equal, cause the spot 
exchange to be in demand for interest arbitrage purposes 
and the forward to be offered as the other leg of the 
swap. The actual forward quotation in any particular 
autumn period is a result of inter-play between these 
forces, though it is not uncommon for disposable 
Canadian funds (i.e. spot) to be in such demand as to 
cause a discount on the forward of exceptional size, 
for a short period just before the summer ports are 
closed by climatic conditions. 

In each of these three examples it will be seen that 
the forward rate tends to lie between the spot rate and 
the anticipated purchasing power parity, which is to 
say, the equilibrium level which will be established 
after certain obvious causes have been allowed to 
produce their full effect on a changing price level. 

In the first example the nationals of the inflating 
country were at first slow to raise prices to the full 
extent of the increase in the volume of money; this 
happened in France, Belgium, Germany, Austria and 
Poland between 1920 and 1920; but towards the end of 
that period the tendency was for the depreciated cur- 
rencies to circulate with greatly accelerated velocity, 
and shop-keepers even tried to charge ‘‘ To-morrow’s 
Prices,’ in anticipation of a further fall in the value of 
money. It is only whilst people retain an unwarranted 
regard for their standard money that the forward rate 
lies outside the margin between spot and theoretical 
equilibrium level. 

In the second example the forward lies between spot 
rate and an equilibrium level which will be established 
when the transfer of bullion has increased the volume 
of currency in the country receiving the gold, thus 
raising the price level, and contracted the volume of 
money in the country losing the metal and thus causing 
prices there to fall. 

The third example is one in which an anticipated 
abundance of goods is about to raise the value of money 
and the forward lies between spot rate and the equili- 
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brium level which will be established when some 
proportion of the glut has been exported. 

It would be possible to amend the theory to allow 
for the three cases explained here, and to say :— 

“The forward rate tends to lie between spot rate 
and purchasing power parity, as a general rule; but 
when changes in price levels in the near future can be 
clearly anticipated from current conditions, then the 
forward tends to lie between spot and the equilibrium 
level which would be established if those causes had 
already produced their effect.” 

Turning to the constructive part of Dr. Einzig’s 
contribution, we find developed a reasoned account of 
the possible reverse effect, 1.e. the forward rates for 
a currency as an influence on internal purchasing power. 
He finds good reasons for supposing that the direct and 
indirect effect of a discount on forward French francs 
would be to counteract a relatively high internal price 
level and divergencies from interest parity. This lies 
outside the scope of the original inquiry by which it was 
sought to explain the theory of forward exchanges under 
present circumstances, when the interest parity and 
swap margins so seldom coincide. 

Readers will be interested in the following two 
examples collected from practical experience, in both of 
which the method of financing trade was changed as 
a result of the heavy discount on forward francs quoted 
prior to the French devaluation :— 

Example 1.—British importers of certain French 
goods who had previously paid by banker’s remittance 
on the expiry of the credit period, arranged through 
their London bankers to open credits in French francs in 
Paris in favour of the exporters. Although the rate 
at which the resultant bills were discounted in the 
French bill market was high, the margin over London 
discount rate was not nearly as large as the saving to 
the British importer which he made by buying forward 
for the maturities of the resultant bills. To the extent 
that this method was employed, the offering of bills in 
Paris tended to raise the domestic discount rate; thus 
a reverse action on the interest rate of a forward 
discount in excess of interest parity tended to bring 
the interest parity into line with the swap margin. 
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Example 2.—The British importers of French wines 
during the period tended as a class to cover a fair part 
of their purchases by forward exchange, leaving the 
balance as a measure of insurance against the eventual 
devaluation, which they foresaw as a result of the 
views passed on to them by their French friends. This 
trade had been for many years notoriously casual in 
covering the exchange risk. The effect, of course, of the 
increased purchase of forward would have been to 
decrease the discount had it been carried far enough 
to outweigh speculative offering. 

In both examples, the tendency was for the exporter 
to obtain some relief from relatively high price levels 
by reason of a forward discount in excess of interest 
parity. 

It is unfortunate that the best example in recent 
practice—that of the over-valuation of and forward dis- 
count on the French rate—has been concerned with a 
country whose economic system is, at least partially, 
closed to the influence of foreign price levels, otherwise 
one might be more definite about the influence of 
forwards on price levels. It is fairly certain that imports 
from France were carried on during the period from 
about 1932 up to the devaluation of the franc at the 
end of September, 1936, by importers who can be roughly 
divided into two classes :— 

A. Those who ran the exchange risk in anticipation 
of the devaluation, and hoped to make a profit from the 
event when it occurred; some of them must have carried 
on at a very small margin of actual profit, whilst others 
gave up in disgust long before 1936 arrived. This was 
the case particularly where the goods they imported were 
obtainable from countries other than France, though 
certain French goods are of the type known to economists 
as “ Inelastic Demand Utilities’’; there is always some 
demand for Champagne whatever the price. 

B. Those who scored over their competitors in the 
group A by covering forward for the trade-credit period 
(usually three months) and thus secured a full profit 
margin. The two examples given above are of importers 
within this group. They suffered by the actual devalua- 
tion only in so far as group A held stocks bought 
at the old prices but not yet paid for, or were able to 
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order new goods and cover at the new rate in order 
to fill depleted stocks. 

The most one can say, in generalisation from these 
examples, is that the forward discount on the franc 
enabled French goods to be sold here without raising 
their prices to British consumers to the level which 
would have been charged if all exchange had been 
covered in the spot market. 

In the case of a heavy over-valuation in the spot 
rate for the currency of a country which normally 
exported goods in free competition with other producers, 
the discount on forward for the customary trade credit 
period would have to bring the outright rate to pur- 
chasing power parity in order for her exports to continue, 
unless other conditions were changed. This being 
‘technically impossible ’’ (Doctor Einzig) exporters 
within the country must lower their prices as expressed 
in their own currency in order to meet competition, 
unless foreign prices rise and produce a new equilibrium 
level. The lowering of prices need not be to the spot 
level, but only to the forward exchange level when 
exchange is covered forward, in order to enable ex- 
porters to meet foreign competition and the so-called 
‘‘ Reversion to Purchasing Power Parity ’’ is not more 
than a limping one; it is not so drastic a corrective on 
spot exchanges as that which would be expected if 
speculation and trade influences did not drive the forward 
rate to a larger discount than the interest parity level. 

In his concluding paragraph Dr. Einzig points the 
way with rather indefinite hand towards a “ terra 
incognita ’’ of monetary science. The next step on the 
road to the unknown country has yet to be taken, but 
it is here suggested, with all the trepidation which 
a respectful contact with the theorists has given to 
a practical observer, that that step may be contained 
in the next paragraph, with which this article concludes. 

It would seem feasible to claim that under- and 
over-valuation are phenomena which emerge in certain 
conditions; those same conditions give rise to the swap 
margins which are actually quoted in practice. They 
are concerned with rates of interest and price levels, 
with certain attendant levels of employment, saving, 
investment, etc., in the countries concerned. Thus it 
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may well be that we can reasonably claim to have gone 
back to root causes, when we consider the varied degrees 
of divergence between the actual and natural rates of 
interest (Wicksell’s concept) in different countries, which 
may cause the exchange rates between them to diverge 
from Purchasing Power Parities, and swap margins to 
emerge which do not coincide with interest parities. 


Appointments and Ketirements 


Barclays Bank 


The Directors of Barclays Bank have accepted, with 
great regret, the resignation of Mr. William Favill Tuke 
from the Chairmanship of the Board. Mr. Tuke was 
elected to this office two years ago, in succession to the 
late Mr. Craufurd Goodenough, but as he was then in 
his 72nd year, it was understood that his tenure of 
office could be for only a limited period. Nevertheless 
the regret of Mr. Tuke’s fellow Directors at his resigna- 
tion is widely shared, though it is tempered by the 
knowledge that he will continue as a Member of the 
Board. Mr. Edwin Fisher, hitherto Deputy Chairman, 
has been elected to succeed Mr. Tuke as Chairman of 
the Board, and Mr. William Macnamara Goodenough, 
hitherto Vice-Chairman, succeeds Mr. Fisher as Deputy- 
Chairman. 

Mr. Tuke has spent the whole of his fifty-five years 
of business life as a practical banker. He was a partner 
in the family banking firm of Gibson, Tuke & Gibson, 
of Saffron Walden, which was one of the twenty firms 
which amalgamated in 1896 to form Barclay & Company 
Limited, now known as Barclays Bank Limited. Through- 
out his service he has preserved a sense of the value 
of personal contact with his customers, and the admini- 
strative system of Barclays Bank, involving a chain 
of Local Boards up and down the country, is 
an expression of this fundamental principle adapted to 
modern conditions. 

It was natural that Mr. Tuke should succeed the late 
Mr. Goodenough as Chairman, as for no less than 
22 years, almost without a break, he had been at 
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Mr. Goodenough’s right hand at head office. He was 
appointed Assistant General Manager in I912, when 
Mr. Goodenough was General Manager. In 1917 when 
Mr. Goodenough became Chairman of the Board, Mr. Tuke 
followed him as General Manager, and was himself 
elected a Director in 1920, Vice-Chairman in 1925, and 
Deputy-Chairman in 1932. 

Mr. Tuke has at no time enjoyed robust health, and 
his decision to defer to the wishes of his colleagues in 
accepting the office of Chairman was made easier by 
the election of Mr. Edwin Fisher to the office of Deputy- 
Chairman. Ever since 1908 they had worked in close 
co-operation, with only one break owing to the War, 
and Mr. Tuke could always rely on Mr. Fisher’s unfailing 
help. 

Mr. Edwin Fisher, the new Chairman, is 54 years 
of age. He was originally intended for a legal career, 
and after leaving Clifton College, he became articled to 
Hills & Hasley, solicitors of Lincoln’s Inn Fields. In 
1908 he joined the Bank and became Assistant Secretary. 
Three years later he became Secretary. During the War 
Mr. Fisher served first with the 3rd King’s Own Hussars, 
and subsequently in the 1st Life Guards and the Ist 
Life Guards Battalion of the Machine-gun Guards, in 
which he held the rank of Captain. In 1920 he was 
appointed a Local Director in Birmingham and he 
returned to Lombard Street in 1925 as a General 
Manager. He relinquished this position in 1932 and was 
elected to a seat on the Board. He was then appointed 
Vice-Chairman, and became Deputy-Chairman in 1934. 

During his many years’ service in high positions of 
the Bank, Mr. Fisher has gained a wide experience, 
which, combined with a natural aptitude, has equipped 
him with those many and varied qualities which the 
Chairmanship of a large bank demands. His early legal 
training developed in him the qualities of discernment 
and sound judgment, and by electing him to the Chair, 
the Directors have placed in authority one who is well 
qualified to meet eventualities with sagacity and courage. 

In addition to his work for the Bank, Mr. Fisher has 
rendered valuable service to the country in his recent 
membership of the Sea-Fish Commission, and his present 
membership of the Tithe Redemption Commission. For 
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many years he has been a Life Governor of Birmingham 
University, and his present activities also include his 
membership of the Council of Bedford College for Women 
and of the Council of the Institute of Bankers. 

Mr. William Macnamara Goodenough, the new 
Deputy-Chairman, is also a trained banker. He was 
educated at Wellington College and Christchurch, Oxford, 
and served in His Majesty’s Forces during the War. He 
received his early training with the Bank in London, 
and then widened his experience by joining the Old Bank 
at Oxford as a Local Director. He later became a Local 
Director in the Birmingham District, and a member of 
the London Board. His permanent transfer to London 
took place towards the end of 1934 when, following the 
death of his father, he was elected a Vice-Chairman of 
the Bank. While in Oxford he undertook much public 
work. He has been Chairman of the Oxfordshire County 
Council and is a member of the University Chest and 
Treasurer of the Radcliffe Infirmary. He is also Deputy- 
Lieutenant for the County. 


Reserve Bank of India 


The resignation of Sir Osborne Smith from the 
Governorship of the Reserve Bank of India which was 
announced on October 31, has been received with regret 
in London where Sir Osborne is well known in the City. 
Sir Osborne first had practical experience of Central 
Banking matters in Australia and when later he went 
out to India he was able as Managing Governor of the 
Imperial Bank of India to acquire an extensive grasp of 
Indian Banking and Financial problems before he was 
offered the Post of Governor of the Reserve Bank in 
December, 1934. While Sir Osborne was naturally 
gratified at the honour done to him of being asked to 
be the first Governor of the new Central Bank, his 
acceptance of the position was largely brought about 
by the very pressing representations on the subject 
which were made to him from official quarters, and 
the universal chorus of approval which greeted the 
announcement of his appointment was a clear indication 
that both official and non-official opinion was well 
pleased. During his sojourn in India Sir Osborne has 
been loudly acclaimed by all sections of the Indian press 
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as an outstanding banker, and the judicious firmness 
he displayed as Managing Governor of the Imperial Bank 
of India in curtailing credit some years ago has pre- 
vented much loss to indigenous firms and the co-operative 
credit movement that otherwise would have accrued from 
the sustained fall in the prices of agricultural commodi- 
ties. His resignation is sadly deplored by the Indian 
banking community by whom Sir Osborne was greatly 
liked and widely respected. 

Meanwhile the problems which will confront the 
Reserve Bank in the next few months are important, and 
the announcement of the appointment of Sir Osborne’s 
successor is not likely to be long delayed. The provisions 
of the Reserve Bank Act specify that the Governor and 
the two Deputy Governors are to be appointed by the 
Governor General in Council after consideration of the 
recommendations of the Central Board in that behalf 
and it is fairly certain that Sir James Taylor, C.I.E., the 
present Senior Deputy Governor will be appointed to 
the Governorship. Sir James has had an extensive 
experience of Indian conditions in the Indian Civil 
Service and has held various important official positions 
in India including that of Controller of the Currency 
from April, 1927, to June, 1932. During Sir Osborne’s 
absences abroad at various times on leave and on official 
business Sir James has proved a most successful Deputy 
and there is little doubt that he will prove a worthy 
successor in the post of Governor. 


Bank of Adelaide 

Mr. William Steele, of Adelaide, has been appointed 
a Director of the Bank of Adelaide, in the place of the 
late Mr. C. R. J. Glover. 


Bank of London & South America 

Mr. J. A. Drexel has been elected a Director of the 
Bank of London & South America, Limited. Mr. Drexcl 
recently relinquished his position of Managing Partner 
of William P. Bonbright & Co. 


British Overseas Bank 
Lord Aberconway has been appointed Deputy- 
Chairman of the British Overseas Bank, in succession to 
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Sir James Caird. Lord Aberconway was already on the 
Board of the Bank. He is also Chairman of John 
Brown & Co., Bullcroft Main Collieries, Yorkshire Amal- 
gamated Collieries, and of numerous other companies, 
and was recently elected to the General Committee of 
Lloyd’s Register of Shipping. 


Commercial Banking Company of Sydney 


Mr. J. C. D. Carlisle has joined the London Board of 
the Commercial Banking Company of Sydney. 


English, Scottish & Australian Bank 


The English Scottish & Australian Bank announces 
that Mr. H. L. Balding has been appointed Sub-Manager 
in London in place of Mr. J. Jamie who has retired on 
pension. Mr. C. N. Harrison has been appointed to 
succeed Mr. Balding as Assistant Secretary. 


Lloyds Bank 


Mr. E. L. Miller has retired from the position 
of Manager of Lloyds Bank Limited, Avonmouth. 
Mr. Miller was born in 1871 and educated at Bath and 
Bristol. His first appointment was with the Bristol and 
West of England Bank in 1891. He was transferred to 
Lloyds Bank, Kingswood in 1893, going to the Hotwells 
Bristol Branch in 1903, and Avonmouth in 1906. He is 
Chairman of the Avonmouth Chamber of Commerce, 
and holds various Treasurerships. Mr. Miller has been 
keenly interested in Freemasonry for nearly 40 years, 
especially the charity side, and is Chairman of the 
Investigation Committee of the Bristol Masonic Bene- 
volent Institution. He is also President of the Bristol 
United Banks Cricket Club, and is interested in sports 
of all kinds. 

Mr. A. C. T. Woodward, of Arley Cottage, near 
Bewdley, has been elected a member of the Bank’s 
Birmingham Committee. 


National Bank of India 


Mr. L. T. Carmichael, of Messrs. Walter Duncan & Co. 
has joined the Board of Directors of the National Bank 
of India Limited. 


> 
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North of Scotland Bank 

Mr. John M. Heggie, Inspector of Branches of the 
North of Scotland Bank Limited, has been authorised to 
sign official documents “ pro General Manager” and 
“pro Head Office Manager.” 

Mr. Robert Chapman, one of the Assistant Inspectors 
of the Bank, has been appointed an Inspector of 
Branches, with authority to sign for the Agents of the 
Bank and for the Managers at Edinburgh, Glasgow and 
London Offices. 


Union Bank of Australasia 

The Union Bank of Australasia announce that 
Mr. Colin S. Anderson has been appointed a Director of 
the Bank. 


Westminster Bank 

The Most Hon. the Marquess of Willingdon, G.C.S.I., 
G.C.M.G., G.C.L.E., G.B.E., has been appointed a Director 
of Westminster Bank Limited. 


American Banking 


By a Correspondent 


RESIDENT ROOSEVELT’S landslide in the 
P national elections on November 3 came as a 

stunning blow to the American banking com- 
munity. Although almost all important bankers had 
resigned themselves to the President’s re-election, they 
had believed that there was a “‘more conservative 
trend,” that the election would be fairly close, and that 
the New Deal’s domination of Congress would be 
weakened. Not even the best-informed financiers were 
prepared for a New Deal victory eclipsing even the 
votes of 1932 and 1934—a victory in which the President 
carried all but two small States and obtained a huge 
majority over his opponent. 

As this is being written, on the day after the election, 
the Wall Street bankers have not yet sufficiently 
recovered to be able to comment upon the significance 
of the development, but it is already apparent that in 
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the face of such a verdict from the people they must at 
least consider a modification of their open and uncom- 
promising hostility to the present Government. 

Obviously all hopes of securing a release from the 
restraints which have been put upon banking and 
finance by New Deal legislation must be abandoned for 
four years, if not for ever. There can no longer be any 
hope of prevailing upon Congress to permit deposit 
banks to do security business again; no prospect of 
relaxing or removing Government control of the stock 
market and of new security issues; no likelihood of an 
early reversal of the easy money policy. More than 
that, the hopes of bankers that they might grow strong 
enough to fight off any future New Deal banking legis- 
lation, such as the expected regulation of corporate 
trust work, have now been dashed. With such an over- 
whelming public backing, with both Houses of Congress 
even more strongly dominated by the Democrats than 
before, it is plain that President Roosevelt can obtain, 
without difficulty, whatever banking legislation he may 
think necessary in the next few years. 

Under these circumstances it will not be surprising if, 
as soon as the bitterness of the campaign has faded, some 
fresh effort is made to effect a new truce between the 
bankers and the President. It is unlikely this time to 
take the form of any such ceremony as the ill-fated 
“ bankers’ truce ”’ staged two years ago at the convention 
of the American Bankers’ Association in Washington. 
The bankers will hope, this time, to make their journey 
to Canossa less conspicuously. But quite apart from its 
practical sides, the overwhelming public endorsement of 
the New Deal is profoundly disturbing to the banking 
community because it appears to reflect an unsuspected 
popular support for social change. 

The bankers of the country, on the whole, have 
contended that President Roosevelt had no mandate 
from the people to institute measures of social security, 
to interfere in the relationships between capital and 
labour, to extend Government regulation of business; 
that his previous election had signified no more than a 
natural revolt against the party that had been in power 
during hard times. In common with most big indus- 
trialists and with the conservatives in all groups, they 
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had contended that the President was undermining the 
“American way of life,’ something which, while not 
clearly defined, was taken to preclude any Government 
interference with free capitalistic enterprise either by 
direct regulation or by the indirect method of giving 
aid and comfort to organised labour. The voting public 
has now spoken and it seems very deliberately to have 
chosen the New Deal in preference to the ‘“ American 
way of life.” 

In spite of the uncertainties of the election, trade and 
industrial news have been favourable in the past month 
and there continues to be universal expectation of 
further improvement throughout the remainder of the 
year. The sustained expansion of business has, however, 
resulted in comparatively little additional banking ac- 
tivity. The expansion of commercial loans which began 
in August has been continued, but it still falls far short 
of what might have been expected in a past period, and 
the total of bank credit was reduced in October. 

Following are the figures of reporting member banks 
of the Federal Reserve in Ior leading cities, compared 
with a month and a year ago: 

(In millions of dollars) Increase or decrease 
since 

Oct. 28, Sept. 30, Oct. 30, 

1936 1936 = 1935 
























Demand deposits adjusted .. ‘ce 15,350 +234 +1,742 
Deposits of foreign banks - + 407 —-17 + 4 
Total loans and investments .. “ss 22,517 —165 +2,139 
Loans on securities... +“ ad 3179 — 63 + 173 
Other loans od a 3s os 5.542 + 31 + 646 
U.S. Government's direct and indirect 10,531 — 61 +1,221 
Other securities a a Sa 3,265 — 72 + gg 
Reserves aie ad we a 5,390 +267 + 758 






The decline in holdings of Government and other 
securities appears to have been associated with the 
uncertainties of the election, selling of Government 
securities by the large city banks having been par- 
ticularly noticeable just prior to the voting. Just why 
this should have been so is not quite clear, especially 
since, immediately following the news of the President’s 
re-election, the banks began actively repurchasing these 
securities at rising prices. 

As the table indicates, withdrawals of foreign bank 
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deposits have been negligible and, on balance, there 
appears to have been a continued influx of foreign funds 
to this country, chiefly for investment in American 
securities. This movement has brought with it about 
$100 millions of gold from London in the month following 
the suspension of the gold standard in France. 

Largely as a result of gold imports and of Treasury 
disbursements in excess of income, the excess reserves 
of all member banks of the Reserve System rose by 
$320 millions in the first four weeks of October, to 
$2,160 millions, the largest figure to be reported since 
the 50 per cent. increase in reserve requirements on 
August 15. This increase has revived some discussion 
of the possibility of another increase in reserve require- 
ments; but it has been learned on excellent authority 
that no such move is likely. It is still thought possible 
that some outflow of gold from this country may take 
place before long, as a result of the agreement among the 
equalisation funds of the United States, Great Britain 
and France, which may bring about a natural reduction 
in excess reserves. 

Although, in view of the election campaign, bankers 
have refrained from openly praising the recent currency 
agreements, there is strong approval of the steps that 
have been taken towards restoring equilibrium among 
the currencies, and a hope that some progress may be 
achieved in the direction of lowering trade barriers. In 
some quarters it is suggested that Britain got the better 
of the bargain in the arrangement for purchases and 
sales of gold among the equalisation funds, inasmuch as 
the United States has committed itself to sell gold at 
$35 an ounce, while the British are not committed to 
sell at any fixed price. But this point has not been 
laboured, for it has been felt that, in the long run, a 
steadier pound was to the interest of the United States, 
and if the agreement achieves this end it will be fully 
justified. Notwithstanding rumours to the contrary, 
there are, according to a very good authority, no hidden 
clauses in the currency agreement. For the present it 
involves merely what was stated in the official announce- 
ment, an arrangement whereby foreign currencies pur- 
chased by the stabilisation funds can be converted into 
gold. 
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French Banking 


By Michel Mitzakis 


‘Te: devaluation of the franc brought relief to the 
Paris money market, or, to be more accurate, 
enabled the Bank of France to lower its rediscount 

rate, which had been raised from 3 to 5 per cent. on 

September 23. This increase was decided upon on the 

eve of the convocation of Parliament for the purpose of 

authorising the Government to fix the gold value of the 
franc between 43 and 49 mgms., and to abolish the law 
of June 25, 1925, which stabilised the franc at 654 mgms. 

On October I, soon after the new monetary law was 

passed, the Bank of France reduced its rediscount rate 

from 5 to 3 per cent. A week later it further reduced it 
to 2} per cent., and on October 15 to 2 percent. All 
the other interest rates quoted by the Central Bank, 
with the exception of the rate on advances on securities, 
were reduced in proportion. The following figures show 
the fluctuations of the Bank of France’s interest rates 
between July and October, 1936. 


Rediscount Advances 30 days’ 
1936 Rate on Securities Advances 
g July 3 4 3 
24 September. . 5 6 5 
1 October 3 4 3 
8 October os és 2} 34 24 
15 October .. ‘ 2 34 2 


The reduction of the rediscount rate of the Bank of 
France preceded and determined the fall of market rates, 
for although the devaluation of the franc was followed 
by some repatriation of capital, the total amount re- 
patriated was, by itself, too moderate to bring about 
such a marked decline in interest rates. After the Bank 
rate reductions the market rates of interest declined, 
and at the end of October they were around 2 per cent. 
The market rate of discount declined to 1}% per cent. 
against 5} at the end of September, while the rate 
for loans against Bons de la Défense Nationale declined 
during the same period from 5% to 2} per cent. for one 
month. The decline was much less marked on the 
Bourse. On the parquet the rate on loans on securities 
only declined from 4% to 3} per cent., while on the coultsse 
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it remained unchanged at 8} per cent. The comparatively 
high rates are due to the increase of speculative activity 
stimulated by devaluation. 

The following table shows the changes in short-term 
interest rates during the past two months. 


End of End of End of 
August, September, October, 
1936 1936 1936 
Banque de France rediscount 
rate sia 3 5 2 
Market rate of discount re 3h 5} 1 
Day-to-day money .. 3 5 13 
Loans on Bons de la Défense 
Nationale :— 
Market rate for one month 34 53 2} 
Market rate for 3 months 3 oe 2} 
Rates on loans on securities: — 
On the Parquet 2} 4 32 
On the Coulisse 6 8} 8} 


In the course of the history of the Bank of France 
there have been only three periods during which the 
Bank rate was as low as 2 per cent.—in 1877-78, in 
1895-98 and, more recently, from January 2 to October 8, 
1931. This is only the fourth time in 136 years that 
the Bank of France has had such a low rediscount rate. 

This policy of cheap money indicates the desire of 
the French authorities to encourage economic recovery. 
There has been in fact during the last few weeks a revival 
of business activity. In the writer’s opinion the policy 
of cheap money plays only a subordinate part in this 
revival, for the economic improvement has other causes. 
Amongst them the rise in the price of agricultural 
products occupies first place. In particular the price of 
wheat has risen from Frs. go to Frs. 140. Cattle prices 
have also advanced considerably. Since France is still 
essentially an agricultural country, her prosperity depends 
chiefly upon the conditions of the agricultural popula- 
tion. If its purchasing power increases, it widens the 
market for manufacturers. This is what has taken place 
recently. 

It must be admitted, however, that the devaluation 
of the franc was the factor which played the most 
important part in the revival of trade. The reduction of 
the value of the franc provoked an increase of purchases 
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by the public, in anticipation of a rise in prices. Since 
commodity stocks had declined to a low level, this 
demand led to an increase of production, especially in 
the textile industries. The increase of industrial activity, 
to the extent to which it is due to the initial impact of 
devaluation, is of a temporary nature and is unsound, 
since once the price-level has adjusted itself to the new 
value of the currency these purchases will subside. It is 
probable that from that time onwards industrial pro- 
duction will decline, especially as the public will have 
covered their requirements in advance. 

Notwithstanding this, the Government is pleased 
with this trade revival, which it presents as the result of 
its economic policy and not as a consequence of de- 
valuation. It is therefore still determined to apply the 
social reforms voted by Parliament, and in particular 
the 40-hour week. The application of that measure has 
begun, for it is actually in force in the collieries. It 
constitutes a heavy burden for the companies, since 
the reduction in the number of working hours is 
not accompanied by a reduction of wages. Its practical 
result is therefore an increase of the cost of produc- 
tion by 20 per cent., which has to be added to 
the previous increases through higher wages, paid holidays 
and devaluation. The application of the 40-hour 
week is bound to provoke a further rise in prices. 
Already the rise has assumed disquieting dimensions, as 
is shown by the following table :— 


WHOLESALE PRICES IN FRANCE 
General Home Produced Imported 

Index Goods Goods 

1936—End June... ‘A 372 415 290 

july... = 388 434 306 

August .. fa 395 443 308 

September rr 407 457 319 

October ua 452 480 391 
From June to October, 1936, the general average of 
wholesale prices advanced from 372 to 452, a rise of 
22 per cent. This advance was largely due to devalua- 
tion. The average of imported goods advanced during 
that period from 296 to 391, that is by 32 per cent. The 
increase of home products was also relatively strong, the 
index number having advanced from 415 to 486, repre- 
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senting an increase of 17 per cent. This rise neutralises 
the beneficial effect of devaluation. Before the cut in the 
value of the franc, internal prices were materially higher 
than the world level. In consequence of the subsequent 
rise in internal prices the disparity has not disappeared 
as a result of the monetary reform. 

The rise in French prices deserves attention. The 
full application of the 40-hour week will entail a further 
rise, which will accentuate the disequilibrium between 
French prices and the world level and will jeopardise 
the success of devaluation. The Prime Minister has 
received repeated warnings on this subject, but the 
Government, anxious to retain the support of the 
working classes, means to carry out its programme of 
social reform. It does not appear to worry about the 
possible monetary repercussions. 

And yet the position of the franc leaves much to be 
desired. Immediately following devaluation, substantial 
sums were repatriated, and the French Exchange Equali- 
sation Account was able to buy foreign exchange. This 
movement was, however, short-lived, for after a few days 
it ceased, and even became reversed. The authorities 
had to resell some of the foreign exchange acquired in 
order to support the franc. At the beginning of October 
forward sterling was quoted at a premium of 70 centimes 
for three months. On November g the premium was as 
high as Frs. 2-75. This rise indicates that in spite of the 
devaluation by 30 per cent., the prospects of the franc 
are viewed with concern. This pessimism is not sur- 
prising since the financial situation remains difficult. 
The budget for 1937 shows a deficit of over Frs. 3} 
milliards, but if we allow for extraordinary budgets and 
other charges borne directly or indirectly by the Govern- 
ment, the total deficit is over Frs. 20 milliards. The 
question is, will the Government be able to cover this 
amount without having to resort to the printing press ? 
It is this menace which leads to an outflow of capital. 

Since the defence of the franc is now in the hands of 
the Exchange Equalisation Account, it is impossible to 
ascertain the volume of gold movements. Even though 
the return of the Bank of France, reproduced on the next 
page, shows a large increase of the gold stock, this bears 
no relation to foreign exchange operations. 
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End of Endof End of 
August, Sept., October, 
1936 1936 1936 








ASSETS. (in millions of francs) 
Gold Reserve me - is a 54,511 50,III 64,359 
Foreign Exchange reserve (total) .. 1,239 1,290 1,459 
Sight .. os es - és 8 II 6 
Time... oe ‘i im - I,23I 1,279 1,453 
Discounts (total) .. - a ‘i 12,246 7,522 7,891 
French bills Ks ; es ‘i 12,235 7,511 7,880 
Bills on Foreign countries. ¥ II II II 
Advances on bullion ais ia Me 1,232 1,279 I,IIO 
Advances on securities .. - - 3.454 3,553 3,447 
Advances up to 30 days a 54 809 838 668 
Bonds of the Caisse Autonome .. os 5,640 5,640 5,640 


Provisional advances to the State— 
(a) Regularisation of previous advances 8,661 13,883 13,303 


(b) New advances a ws ‘in 500 2,070 
LIABILITIES. 
Note circulation .. us 84,324 83,750 87,198 
Current and deposit accounts (total) a? 8,560 8,339 13,219 
Of which— 
Treasury R ws es oe 172 168 = 2,129 
Caisse Autonome - os as 1,351 1,511 1,844 
Private accounts us a > 6,930 6,511 9,145 
Sundry .. “ ‘a a 107 149 IOI 
Total of sight liabilities . . a — 92,884 92, 090 100,417 
Percentage of gold cover aa -. 58-69% 54°42% 64-09% 


The increase of the gold reserve from Frs. 50 milliards 
to Frs. 64 milliards is mainly the consequence of the 
monetary reform. The gold stock of the Bank of France 
was revalued on the basis of one franc to 49 mgms. of 
gold of o-g fineness. This revaluation resulted in a 
surplus of Frs. 17 milliards, of which Frs. 7 milliards 
were added to the gold reserve and Frs. 10 milliards 
were transferred to the Exchange Equalisation Account. 
The gold stock of the Bank of France increased thus 
from Frs. 50 milliards to Frs. 57 milliards. Subsequently 
the Exchange Equalisation Account ceded another 
Frs. 7 milliards to the Bank of France, increasing the 
latter’s reserve to Frs. 64 milliards. The transfer of gold 
from the Exchange Equalisation Account to the Bank 
of France does not mean that the former acquired 
7 milliard francs’ worth of foreign exchange and has 
converted that amount into gold in order to sell it to 
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the Bank of Issue. It is much more probable that the 
amount transferred was part of the Frs. 10 milliards of 
gold originally received. 

The revaluation of the gold reserve enabled the 
Government to redeem part of its debt against the 
Central Bank. The item of New Advances has been 
liquidated completely, and the item “ Regularisation of 
Old Advances ’”’ has declined from Frs. 13,883 millions 
to Frs. 13,303 millions. The revaluation has led, how- 
ever, to increases in the note issue and also in current 
and deposit accounts. Total sight liabilities increased 
from Frs. 92,090 millions at the end of September to 
Frs. 100,417 millions at the end of October. Nevertheless, 
the reserve ratio increased from 54°42 per cent. to 
64-09 per cent., though its improvement is more apparent 
than real, since it is the result of the reduction of the 
value of the franc. 


German Banking 


By a Correspondent 


LTHOUGH the market did not anticipate the 
A issue of anew Government loan until the beginning 
of 1937, the Government decided to make an issue 
of Treasury bonds at the beginning of November. The 
Treasury bonds once more bear interest at 44 per cent. 
and are repayable in 12 years. They are issued at the 
price of 98? per cent. This time the amount issued is 
only Rm. 500 millions against Rm. 700 millions issued 
in July. The present amount, of which Rm. 100 millions 
have been taken firm, is smaller because of the end-of- 
year requirements, which will deplete the resources of 
the market. The lists will be open from November 20 
to December 5, but only Io per cent. of the amount 
subscribed has to be paid this year. A call of 40 per cent. 
will be due on January 7, 1937, while calls of 25 per 
cent. each will be due on January 20 and February 18. 
It is assumed, however, that owing to the conditions 
prevailing in the money market, the rate of 44 per cent. 
will be attractive enough to induce subscribers to pay 
in the full amount before the calls are due. 
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Together with the new issue, the total amount of 
short-term liabilities consolidated by the Government 
during 1936 amounts to something like Rm. 2,250 
millions to Rm. 2,400 millions, allowing for the calls 
due early in 1936 on the loans issued at the end of 1935. 
This compares with Rm. 1,600 millions for 1935. 
Altogether during the two years about Rm. 4 milliards 
of short-term indebtedness has been consolidated, making 
a monthly average of about Rm. 160 millions. The 
amounts obtained by the Treasury through the increase 
of the yield on taxation brought about by “trade recovery 
is believed to be even higher. 

The reasons why the authorities decided to make 
another issue this year lies in the realisation that the 
capital market was able to absorb more loans and also 
in the easy tendency of the money market. These 
conditions are indicated by the rising tendency of share 
quotations, due in part to the embargo on new share 
issues. A contributory factor is the limitation of cash 
dividends by the law according to which the earnings 
above a certain percentage have to be transferred to 
the Gold Discount Bank. The price of mortgage loans 
which were converted last year has been only slightly 
under par, and mortgage banks have been in a position 
to issue new mortgage bonds in considerable amounts. 
The power of the market to absorb new loans was partly 
indicated by the stream of conversions of industrial 
debentures which has manifested itself this year. Quite 
recently the largest of these transactions was concluded, 
providing for the conversion of Rm. 112 millions of 
debentures of the Vereinigte Stahlwerke A. G. by which 
the interest rate was lowered from 6 to 5 per cent. Of 
the outstanding amount due, Rm. 93 millions have been 
presented for conversion and allotments to cash sub- 
scribers were limited to 21 per cent. A series of industrial 
issues was also floated for the purpose of funding short- 
term floating liabilities. They have not always met 
with an equally satisfactory response but this was due 
to differences in the standing of the debtors. Generally 
speaking the quotations of industrial debentures has 
also advanced, and the wide discrepancies between the 
vield on the various classes of fixed interest bearing 
securities have narrowed down. 
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This tendency is due to the creation of new capital 
as a result of Government expenditure. This accumu- 
lation of savings is also responsible for the easy conditions 
in the money market. Profits on industrial undertakings 
have increased considerably in spite of the increase in 
their costs. Only a small part of the additional profit 
is paid out in the form of dividends. It ought also to be 
borne in mind that the amounts allocated for writing off 
the plants are not used in full, for the plants were 
modernised in 1925-29. It is only now that these plants 
are beginning to be used to their full pressure. Asa result 
of these circumstances, industrial undertakings possess 
large liquid resources, only a small part of which has to 
be used for the repayment of debts. It is true that many 
industrial undertakings have large debts in foreign 
currencies, and that it would be to their advantage to 
be able to repay these, but owing to the transfer restric- 
tions this is impossible. The liquid resources are not 
as a rule left to accumulate on bank accounts, but are 
used for the purchase of securities or are employed in 
the money market. Part of them is invested in share 
holdings, but Government securites are also being bought. 
Industrial undertakings thus contribute to the financing 
of public expenditure, which is the chief source of the 
increased industrial earnings. In the trades catering for 
the requirements of consumers, which are assisted by the 
trade revival to a less extent, the liquidation of existing 
stocks continues. 

The easier conditions which became noticeable in 
the money market about the middle of October barely 
affected the position of the Reichsbank up to the 
end of that month, but their effect became more pro- 
nounced in November. Of the amount lent by the 
Reichsbank at the end of September about 81 per cent. 
was repaid during the first three weeks of October, 
against 95 per cent. in September and go per cent. in 
October, 1935. At the end of October the amount of 
borrowing from the Reichsbank was again considerably 
above the corresponding figure for last year, this change 
reflecting the further increase of trade activity. Total 
loans increased to Rm. 554 millions against Rm. 442 
millions twelve months ago. In the first week of 
November, however, no less than Rm. 351 millions, 
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equal to 63 per cent. of the total, was repaid, compared 
with Rm. 221 millions and 51 per cent. for the corre- 
sponding period of 1935. The easier conditions of the 
money market have also affected the position of the 
German Gold Discount Bank. The outstanding amount 
of its promissory notes declined at the end of September 
to Rm. 304 millions. At the end of October this amount 
increased once more to Rm. 406 millions, and there was 
a further increase during the first half of November. 
Accordingly on the assets side the bill portfolio increased 
from Rm. 682 millions to Rm. 1,031 millions by the end 
of October. 

The monthly return of the Conversion Office for 
German external debts also showed an expansion in 
October. Its liabilities advanced from Rm. 484 millions 
to Rm. 508 millions. This is the first time that this 
amount has been in excess of half a milliard Reichsmarks. 
Of this amount Rm. 337 millions constitute book debts, 
but the outstanding amount of issue of funding bonds 
has also increased. Sterling bonds to the amount of 
Rm. 58-9 millions have been issued. On the assets side, 
claims against the Reichsbank amount to Rm. 195 
millions, and investments to Rm. 303 millions. This last 
item indicates the increased activity of the Conversion 
Office in the money market. 

The monthly returns of the German commercial 
banks for September show a further increase of outside 
resources by Rm. 70 millions, against Rm. 143 millions 
in August. The five big German banks show an increase 
of Rm. 53 millions, against a decline of Rm. 33 millions 
in August. Customers’ deposits, however, which in- 
creased by Rm. 4 millions in August, declined by 
Rm. 15 millions in September. Reimbursement credits 
arranged by banks for their customers also declined by 
Rm. ro millions through the liquidation of Swiss and 
Dutch standstill credits. If in spite of this the total 
increased, it was due to the receipt of deposits from 
other German banks in connection with interest due at 
the end of the quarter. On the assets side, cash re- 
sources increased. Investment in Treasury bills declined 
while discounts increased. Holdings of bills with less 
than three months to run increased particularly, and at 
the end of September they constituted 30 per cent. of 
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the total portfolios. Securities and participations 
advanced further. On the other hand, loans continued 
to decline. This was partly the result of the conversion 
of bank debts into debenture issues. There was, how- 
ever, a large turn-over in customers’ advances and in 
some directions there was an increasing tendency. 

The Bank of the German State Railways reports con- 
siderable increase in its deposits, owing to the favourable 
receipts of the railways. It was able to reduce materially 
its liabilities arising from the financing of public works, 
through the payment of the outstanding bills and their 
consolidation out of the proceeds of the loan issued by 
the State Railways at the beginning of 1936. The 
outside resources of the Central Institutions of the 
German Savings Banks showed a decline in September, 
although savings deposits increased further. Public 
deposits were also reduced, partly in connection with 
payments at the end of the quarter. 

The efforts of the big banks to transfer to private 
hands official holdings of bank shares acquired in con- 
nection with the bank reconstructions of 1931-32 have 
met with a certain amount of success. The Commerz 
und Privatbank, the third largest of the Berlin banks, 
has repurchased from the Government its own shares 
amounting to Rm. 22 millions (nominal). With the 
support of the private banks it placed these shares 
among the public and among quarters associated with 
the institution. Thus more than half of its capital 
is again held by the public, even though the German 
Gold Discount Bank remains a large shareholder. The 
participation of the public is largest for the Deutsche 
Bank und Disconto-Gesellschaft; the participation of 
the Gold Discount Bank in its share capital has been 
reduced to less than a quarter of the total. The pro- 
portion is much less for the Dresdner Bank. The reason 
why the liquidation of official holdings proceeds so 
slowly is that the authorities demand a relatively high 
price compared with the actual quotation of the shares 
on the Bourse. An increase of the Bourse quotations 
could take place only if the three big banks which paid 
a dividend of 4 per cent. for 1935 increased their 
dividend for 1936. Prospects in this respect are viewed 
with reserve. 
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International Banking Keview 


. ITALY 
AFIER protracted negotiations an agreement has 





been reached between the British and Italian 

Government concerning the regulation of pay- 
ments for both current exports and arrears. As described 
on a previous page, 30 per cent. of the sterling proceeds 
paid by British importers of Italian goods into the 
Anglo-Italian Clearing Office will be earmarked for the 
benefit of the various classes of creditors. This arrange- 
ment is regarded as satisfactory. Originally the Italian 
Government was only prepared to earmark Io per cent. 
An Italian export surplus will be admitted to this 
country to the extent of the amounts used for the re- 
payment of arrears. In banking circles the view is held 
that the conclusion of this agreement has brought 
distinctly nearer the day when normal banking relations 
between the two countries can once more be resumed. 
For the time being, however, banks will still be reluctant 
to open credits to Italy, partly owing to the political 
tension that continues to exist as a result of the Italian 
support given to the Spanish insurgents, and the Italo- 
German rapprochement, and partly because the publi- 
cation of the Italian Bank returns and foreign trade 
figures has not yet been resumed. If and when these 
obstacles are removed, London banks will be willing to 
grant credits to Italy, especially for the purpose of 
financing trade between Italy and foreign countries. 
Owing to the existence of the Clearing, banks will not be 
keen on granting credits to Italian firms financing 
their purchases of British goods, because as payment 
would have to be made through the Clearing its exact 
date could not be guaranteed by the debtor. 

It is now announced that the Banco di Roma has 
opened branch offices in Addis Ababa, Assab and 
Harar, and another branch at Dessie will be opened 
shortly. The Banco di Roma is the only bank in addition 
to the Bank of Italy which has been authorised to open 
branches in Addis Ababa. It has also several new 
branches in Eritrea and Italian Somaliland, and has 
assumed the functions of the commercial banker to the 
Italian Colonial Empire. 
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HOLLAND 


The bill concerning the renewal of the Charter of the 
Netherlands Bank is under discussion by the Dutch 
Parliament. The Finance Minister stated that after 
consultation with the management of the Bank it has 
been decided to reduce the period of the renewal from 
I5 to 5 years. 

Early in November the Netherlands Bank decided 
to remove the ban on Dutch bills financing trade between 
two foreign countries. This ban was imposed during the 
crisis of the guilder in order to prevent foreign borrowers 
from raising guilders in Amsterdam and either selling 
them outright as a speculation or employing them in 
swap transactions to take advantage of the wide dis- 
count on the forward guilder. Now that the devaluation 
has removed the cause of a strong pressure on the 
guilder, the Dutch authorities considered it desirable 
to do away with the ban in the interest of Amsterdam’s 
position as an international financial centre. It was 
found, however, that as the forward guilder is still at 
a relatively wide discount, too many people were 
inclined to avail themselves of the new facilities, and 
after about a fortnight the Netherlands Bank decided 
to re-impose the ban. 

SWEDEN 

The easy money conditions noticeable during Septem- 
ber increased further in October, and the joint-stock banks 
as well as insurance companies and savings banks had 
difficulty in finding suitable investments. The cheapness 
of money enabled the City of Stockholm to place nom. 
Kr. 28 millions 2} per cent. bonds at arate of ror. A bond 
loan was also floated by the Stockholms Mortgage Bank, 
which issued nom. Kr. 10 millions 3} per cent. bonds at a 
rate of 101}. Demand from the industry for fresh credit 
accommodation is in no proportion to the business 
expansion. Yet a great many companies, mostly in the 
pulp and engineering branches, are carrying out exten- 
sions of their plants on a large scale, which they are 
financing, however, out of their own cash reserves without 
resorting to bank borrowing. Owing to the reduced credit 
demand, as well as in view of tax payments falling due in 
November, the bank’s cash and at Bank of Sweden 


r 
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holdings have run up to Kr. 503 millions, which is an 
increase of Kr. 50 millions in October. Deposits of the 
Swedish banks in foreign banks declined by Kr. 41 millions 
to Kr. ror millions in October, as the banks seem to be 
unwilling to hold foreign currencies in excess of their 
immediate requirements. At the same time the Bank of 
Sweden’s holdings in foreign bills show a corresponding 
increase, from Kr. 202 millions to Kr. 247 millions. In 
spite of this substantial reserve of foreign currency the 
Bank did not purchase any gold abroad during October, 
probably with a view to meeting the Treasury’s demand 
for foreign currency in connection with the redemption of 
Swedish State bonds placed abroad. In fact the franc 
devaluation induced the Treasury and the state-owned 
General Mortgage Bank to proceed to considerable 
redemption operations. The first of these took place on 
October 26 when the Treasury called for redemption 
nom. Kr. 126 millions 3} percent. bonds of 1904, 1906 and 
1907 years issues, of which about Kr. 37 millions were 
placed abroad and were redeemable in Swiss francs. This 
operation was closely followed by the redemption of nom. 
Kr. 17 millions 4 percent. bonds of the General Mortgage 
Bank, of which total about 50 per cent. are placed abroad, 
and are also redeemable in Swiss francs. After this 
redemption the General Mortgage Bank has not outstand- 
ing any bonds redeemable in foreign currency. 

During the month under review the joint-stock banks 
have continued to clean their portfolios from stocks which 
they had to take over during the last crisis. The biggest 
deal of this kind was the sale by the Svenska Handels- 
banken of the controlling stock of the Gimo-Oesterby 
concern, a company owning pulp- and sawmills and 
mining properties, and carrying assets of about Kr. 50 
millions. Considerable blocks of shares in industrial and 
real estate companies were also sold by the Goeteborgs 
Bank and the Skaanska Banken. 

During October the influx of foreign capital continued 
to increase. Adding the Bank of Sweden’s and the joint- 
stock bank’s total holdings in gold, foreign currencies, 
foreign bills and deposits in foreign banks, the total on 
October 31st amounted to Kr. 1,712-6 millions, com- 
pared with Kr. 1,679-6 millions on September 30th, and 
Kr. 1,499°3 millions on October 31, 1935. 
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SPAIN 

Notwithstanding the turmoil in Spain, banks abroad 
continue to receive occasional advices from their Spanish 
correspondents, from the Bank of Spain, and from the 
Exchange Control Office which is still in Madrid. Occa- 
sionally they even receive transfers to meet acceptances 
which matured some time ago and which were de- 
faulted upon. Experience in this respect is by no means 
unanimous. The Anglo-Spanish Clearing Office in London 
continues to receive sterling payments for goods im- 
ported from Spain but it is unable to make payments 
to British exporters to Spain because of the lack of 
advice about the payment of the peseta equivalent of 
their claims into the Spanish Clearing Office in Madrid. 
The sterling amounts are, however, accumulating, and 
will sooner or later be available for the British banking 
and other creditors. 

The legal position regarding instructions received 
from Spain as to the disposal of the Spanish balances 
over here gives rise to much concern in banking circles. 
In instances where there is reason to suppose that such 
instructions were given under duress, legal advice is 
taken and the banks usually prefer to abstain from 
carrying out the instructions. 

No reliable information is available about the alleged 
transfer of the Bank of Spain’s gold abroad. It is known 
that substantial amounts have been sent to Paris, but 
it is believed that some of the gold is still kept at the 
naval base at Carthagena, which is controlled by the 
Government. Some of the services of the Bank of Spain 
are still in Madrid. 

The Madrid defence junta passed drastic new 
measures affecting the banking situation in the capital. 
The banks are to be closed and banking operations 
centralised. No one can withdraw more than 750 pesetas 
per month, with the exception of industrial and commer- 
cial organisations, which must produce evidence of 
justification if they want more. Withdrawals from 
Savings Banks cannot exceed 75 pesetas per month. 


ROUMANIA 


The Roumanian Government has decided to revalue 
the gold reserve of the National Bank by 38 per cent. 
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This does not mean a new devaluation, since the 
National Bank has for some time been paying a premium 
of 38 per cent. above the official rate of exchange of all 
strong foreign currencies. The surplus obtained by the 
National Bank through the revaluation will be used for 
the requirements of re-armament. 













BRAZIL 


The shareholders’ meeting of the Bank of Brazil 
approved important alterations in its statutes. These 
include the raising of the share capital from 100,000 
contos of reis to 200,000 contos of reis, and the establish- 
ment of a new department for agricultural and industrial 
credits with the object of expanding the financial re- 
sources of the country. The Government will subscribe 
over 50 per cent. of the new capital. The dividend 
is limited to 15 per cent. per annum. 










Books 


PORTRAIT OF AN UNKNOWN VICTORIAN. By R. H. 
MotTtrRaAM. (London, 1936: Robert Hale & Co. 
Price 12s. 6d. net.) 


Mr. MoTtRaM is on home ground when he is writing of 
banking and Norwich, and in Portrait of an Unknown 
Victorian, his latest book, he is at his happiest. This is 
the biography of his grandfather, James Mottram, who 
entered Messrs. Gurney’s Banking House at Norwich as an 
“extra ’’ clerk in 1850, and remained in its service for 
practically fifty years: until four years after its amalgama- 
tion with Barclays of Lombard Street and Pall Mall. His 
greatest regret was that he had not equalled the fifty-nine 
years completed by his grandfather, or even the fifty-two 
years that his father had served the Gurney family. 

James’ father was the first clerk as distinct from the 
actual partners to live in the Bank House, and here James 
spent the greater part of his banking life; here he worked 
for and with the Gurneys, the Birkbecks, the Barclays 
and the Buxtons. Hours were long and arduous in the 
early days. Saturday was a full working day, busier 
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perhaps than any other, and the side door at least re- 
mained open so long as there was any business to be 
transacted. The twenty clerks who comprised the staff in 
1850 worked in full view of the partners who were only 
slightly removed from the counter behind a glass screen. 

The book is a history of banking and of Norwich at that 
time, and of Mr. Mottram’s great knowledge of and 
affection for his subject there is no doubt. He has 
captured the atmosphere with an unerring pen. To those 
who enjoyed “‘ Our Mr. Dormer,” this new book will bring 
added delight. Its sixteen illustrations include some 
charming views of the Bank House on the Plain that stood 
until its demolition in 1926. 


THE INSURANCE DIRECTORY AND YEAR BOOK, 1936-37. 
(London, 1936: Buckley Press. 6s. net.) 


This book has been issued annually for the past 
ninety-six years and the new edition has been revised and 
enlarged, containing over 600 pages of statistics and 
information. It provides a comprehensive directory of 
British, Colonial and Foreign Insurance companies. A 
synopsis of the companies’ revenue accounts for five years 
1931-1935, dissected into classes of business transacted is 
included. The book is an invaluable work of reference 
not only for insurance officials but for bankers and others 
who need to have information about insurance matters. 


AN INTRODUCTION TO ECONOMIC ANALYSIS AND POLIcy. 
By J. E. Meape. (London, 1936. Oxford 
University Press. ros. net.) 


Mr. MEADE has produced a very readable book for 
the benefit of both beginners and advanced students. 
The author is one of the young Oxford economists who, 
in recent years, have done so much towards introducing 
a progressive spirit in economic thought similar to that 
prevailing in Cambridge. The main object of the 
book is the popularisation of the ideas expressed in 
recent writings of Mr. Keynes, Mr. R. F. Kahn, 
Mrs. Robinson, Mr. R. F. Harrod, and others. Bankers 
will be particularly interested in the chapters on the 
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Gold Standard, foreign exchanges, and international 
co-operation. Dealing with the foreign exchanges, 
Mr. Meade gives an intelligent analysis of the véle played 
by the Exchange Equalisation Account. 


THE RESERVE BANKS AND THE MONEY MARKET. 
By W. RANDOLPH BuRGEss. Second Revised 
Edition. New York 1936. (London: HAmMISsH 
HAMILTON. 12s. 6d. net.) 


THE first edition of this book contained an intro- 
duction by the late Governor Strong, and the present 
edition is introduced by his successor, Mr. G. L. 
Harrison, who endorses the book as the official attempt 
of the Federal Reserve Board to explain the organisation 
of the money market and the working of the system. 
Mr. Burgess has re-written his material in the light of 
the changes during recent years, and added several new 
chapters. 


THE IMPROVEMENT OF COMMERCIAL RELATIONS BETWEEN 
NATIONS.—TIHE PROBLEM OF MONETARY STABI- 
LISATION. 16s. net. 

INTERNATIONAL ECONOMIC RECONSTRUCTION. 8s. net. 


(Both volumes published by the Joint Committee of 
the Carnegie Endowment for International Peace and the 
International Chamber of Commerce. Paris 1936.) 


THESE volumes contain a number of memoranda by 
well-known economists and practical experts, on a wide 
range of monetary and economic subjects. The Joint 
Committee responsible for the collection and publication 
of the material published summaries of the conclusions 
arrived at by the various experts, as well as its own 
conclusions. By far the greater part of the work was 
done by Professor T. E. Gregory, and other contributors 
include Professor L. von Mises, Charles Rist, Lionel 
Robbins, Bertil Ohlin, Jacob Viner, Mr. H. D. 
Henderson, Dr. Pasvolsky, Mr. Mlynarski, Mr. Per 
Jacobsen, etc. A few exceptions apart, most of the 
material aims at making out a strong case for immediate 
stabilisation. 
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Correspondent Banks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the West- 
minster Bank to offer its characteristic services 
as a London correspondent to foreign and 
colonial business establishments. Its branches 
form a wide network extending over the whole 
country, and the services of the entire system 
are available to clients abroad, so that with a 
minimum of formality and delay, arrangements 
can be made for the payment of Drafts, Letters 
of Credit, or Cheques, in any part of the 
British Isles. 


Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a 


marketable currency in which the Westminster 
Bank does not maintain current accounts, 
through which it can effect world-wide transfers 
of funds with the utmost dispatch. The Foreign 
Exchange Department is kept in direct touch 
with the market by means of a private telephone 
exchange of a highly modernized type, which 
ensures that no order or inquiry from abroad 
is held up on account of the congesticn of 
business. 


Banks or merchant houses wishing to establish 


a London connexion are invited to communicate 
with the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 














one THE BANKER 





PUBLICATIONS RECEIVED 


BRITISH CORPORATION FINANCE, 1775-1850, A 
STUDY OF PREFERENCE SHARES, By GEORGE 
HEBERTON EVANS, JR. Baltimore 1936. (London : 
OXFORD UNIVERSITY PRESS. Ios. 6d. net.) 


SAVING AND INVESTMENT. By W. E. ARMSTRONG. 
(London 1936. George Routledge & Sons. 12s. 6d. 
net.) 


Williams Deacon’s Bank London 
Headquarters 


By Professor C. H. Reilly 


AVING spent nearly thirty years of my life in 
H Liverpool I realise more clearly perhaps than a 


pure Londoner the strength, power and character 
of Manchester. I know, for instance, that the words 
‘‘Manchester man and Liverpool gentleman”’ are not. 
entirely complimentary to Liverpool nor meant to be. 
It seems to me, therefore, at the outset something of a 
pity when a great Manchester bank comes to London 
and builds a big building there that it should entirely 
shed, as far as that building is concerned, its Manchester 
independence and character and put up, however skil- 
fully, an imitative Georgian one of the utmost domestic 
propriety. This is what Williams Deacon’s Bank has 
done for its new London headquarters. Its Manchester 
headquarters was a very different affair. It is not the 
kind of building one would like them to build to-day, 
but it is one of great character and very typical of its 
date, 1862. It was designed, too, by a well known and 
distinguished architect, Edward Walters, the designer of 
the Free Trade Hall and other notable Manchester 
structures. Are we content to say an imitation Georgian 
building is typical of London to-day? I fear it is so, 
but I hate to admit it. There is the new Bank of Eng- 
land imitating Wren, though with inverted chronology 
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standing on a Roman base. There are Martins Bank and 
Glyn Mills near neighbours of this new structure, and 
Georgian, too, though it must be admitted that internally 
both these latter show more spirit than a perfect Georgian 
gentleman, with that dislike of enthusiasm so typical of 
his age, would allow himself. 

This new bank, as will be seen from the illustrations, is, 
on the other hand, the perfect gentleman throughout, with 
no sign of vulgar enthusiasm anywhere. The Manchester 
man has entirely lost himself in the London gentleman. 
I am sorry, for in so doing he seems to me to have lost a 
good deal of char acter. There is, too, another difficulty. 
For a building of the size of this one the formula for a 
Georgian domestic building in brick has had to be 
stretched like a silk stocking over an elephant’s leg. 
We see the same effect in the big blocks of flats going 
up everywhere where they ape the Georgian manner. 
The quiet domestic street front in warm brickwork, with 
its smiling windows and elegant doorway which delights 
us so much in numberless English country towns, becomes 
an uncomfortable hobbledehoy when it reaches seven or 
eight stories and overtops the surrounding buildings. 
This new bank does not do the latter. It is hemmed in 
with equally tall structures, mostly in stone, but, never- 
theless, its mass (best appreciated in a photograph of 
the model), when one comes upon it suddenly, with its 
tier upon tier of what appear to be bedroom windows, 
one every now and then decorated with a stone balcony 
for no particular reason except to relieve the monotony, 
suggests a Bloomsbury hotel for occasional visit to the 
town of discreet maiden aunts rather than a great bank 
deriving from so vigorous a place as Manchester. It is 
for this reason that a small section of the building as, 
in the illustration, seen between other buildings, looks 
quite inviting whereas the whole, when one reaches it, 
looks dull. 

So much for the first general impression. Let us now 
look more closely. We are kindly permitted to reproduce 
the main floor plan which gives us the general disposi- 
tion of the intenor. From it we see the site is an 
L-shaped one with good light obtainable over the church- 
vard of St. Edmund’s, Lombard Street, and George 
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Yard, and less good over Birchin Lane and Bengal 
Court. The architects to the new building, Messrs. 
Henry Tanner and Partners, have wisely placed the 
banking hall in the vertical section of the L with light 
on both sides, and have so arranged the public space 
that one wide section of it forms a fine corridor running 
from the main entrance in Birchin Lane, where the main 
front nearest to Lombard Street is situated, to a second 
entrance in George Yard. They have placed the bank 
parlour in the short limb of the L with windows looking 
out on to the churchyard and getting both the south-east 
sun and a view of the one inv aluable plane tree it possesses. 
How invaluable this plane tree is one realises even better 
when outside, for in summer it will do its best to break 
the monotony of the rows of similar windows and relieve, 
with its greenery, the mass of red brick and white paint 
and white stone. Further down Birchin Lane is a second 
entrance to offices for letting purposes which occupy 
a few of the floors on that front. All the rest of the 
structure from a second basement underground for 
heating and safe-rooms to the sixth floor in the roof is 
occupied by the working space of the bank. Of this 
latter one can say at once that it is very compactly and 
efficiently planned throughout, making the best use of 
the natural light available. 

The banking hall, which is really a hall and not some 
left-over irregular space full of stanchions and clerks, 1s 
a large and lofty oblong apartment with the effect on 
entering at one end of a central nave and two aisles 

given by two rows of lofty Roman Doric columns on 
high pedestals. These aisles have not only fine round 
arched windows to aa them and the nave, but are top- 
lit as well. One is the corridor public space connect- 
ing the bank satan’ already mentioned. This public 
space extends round the two ends of the hall under, 
in each case, a segmental recessed balcony with a 
balustrade. 

The effect of this double range of columns and of the 
curved back balconies is, as a whole, very fine. The propor- 
tions seem admirable. The result is ‘dignifie d without being 
either too palatial or too like the interior of some 
immense mausoleum, the twin dangers which _ beset 
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American banking halls. The counter is very tidy and 
straightforward looking, with the long level line of its 
simple grille, while the ground glass screens behind the 
cashiers, giving a second level line everywhere, hide 
satisfactorily the litter of books and papers and often 
irregularly spaced desks as well, (though not so here) 
which banking processes seem to Nee 

Nevertheless, good as this hall is in its general lines 
and effective and workmanlike as is its general plan, one 
cannot help feeling that, with detail which comes from 
books and other buildings and does not pretend to be 
original in any way, greater research for the less common- 
place and the more interesting might have taken place. 
Unless a bank building is to be entirely impersonal it 
does not seem worth while reproducing to-day the 
more ordinary stock eighteenth-century detail. Wren’s 
churches all over the City exhibit somewhat similar 
detail, sometimes more vulgar certainly, but always 
with far greater spirit. The dress of this building, how- 
ever, purports to be a little later in date than Wren. 
For that there is the great series of reception rooms by 
James Wyatt in the town hall at Liverpool, full of 
individual interest and character, and the hundreds of 
other examples endlessly filling, so it seems, the pages 
of Country Life. 

I would far sooner, of course, have the innocuous 
detail of this hall than any modern tricks added to a 
Georgian substructure. That way lies the cinema. 
But it is not, perhaps, in this hall that I most feel this 
absence of personality and character. It is too big and 
too impressive in its main lines for that to matter very 
much one way or the other. It is in its private rooms, 
in the bank parlour and the board-room, for instance. 
In them there is the same impeccable, but commonplace, 
finish in reproduced Georgian panelling, windows, fire- 
places and the like. No doubt it all goes excellently 
with the reproductions of Georgian chairs on which the 
directors are to sit. Would they be content with this 
impersonal reproduced character in the furniture and 
fittings of their own houses? I doubt it. Perhaps some 
day one of them will bring to the board-room a modern 


continued on page 271 
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irchitects} [ Messrs. Henry Tanner 


\ SMALL SECTION OF THE BUILDING SEEN BETWEEN ST. EDMUND’S CHURCH 
AND BARCLAYS BANK 








COON =OHONONONONONONONONONONOMOMOMOMOMOMoS | | IL 





VrIVH DONIMNVE TH 
AIUUD] AAUIH “SA 


el li, 





THE BANKER 








Henry Tanner 


Vess? 


BANKING HAL I 


PH 





265 


HOMONONOMONONOMONONONONOMNONOMNONONOMNONONONONTHONOMNONONOWG 


CUOHOWOHOWONONONONONONONONONONONONONONoNOWONG 





Guinness, Mahon #Co. 


ESTABLISHED 1836 
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OVER 140 
BRANCH 
OFFICES 


ASSETS 
EXCEED 
£16,000,000 


GENERAL 


ACCIDENT FIRE & LIFE 
ASSURANCE CORPORATION, LIMITED 


Life and Fire established 1837 
Casualty 1885 






GENERAL BUILDINGS, \ 
PERTH, SCOTLAND. f{ 


J GENERAL BUILDINGS 
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Chairman and Managing Director: Sir Francis Norie-Miller, Bart., J.P. 
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WILLIAMS DEACON’S BANK 


New London Offices 


RUBBER 
FLOORING 


Siivertoun 


The India Rubber Gutta Percha & Telegraph Works Co., Ltd. 


Thames House, Millbank, London, S.W.1 
FACTORIES: SILVERTOWN, E.16 


Investing Capital is a 
Serious Business ... . 


57, represents the’ MAXIMUM INCOME 
© consistent with SAFETY OF CAPITAL 
@ 5% Redeemable Mortgage Debentures 
secured on Properties situate in the 
London Area. 
@ Assets exceed £275.000 
@ Investments from £5 to £5,000 


@ Interest paid half yearly. without 
deduction of tax. 


ELLIS & SONS AMALGAMATED 
PROPERTIES Lid, 32, Dever Street, 


London, W.1 


Direc - : W. Craven-Ellis, M.P. (Chairman). James 
Ellis, J. F. Critehel, H. Heynes, H. N. Akerman 
All ae divestens have been associated for many years 
with Messrs. Ellis d&: Sons, established 1877, of 
London and Manchester, one of the largest and best- 
known property organisations in the country. 
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@ POST THIS COUPON TO-DAY 

Manchester Office: | To THE SECRETARY. ELLIS & SONS 
VIEW OF THE HEAD OFFICE IN ROME i Tiitanes Siewnt: AMALGAMATED PROPERTIES LTD.. 
CORSO UM3ERTO |, 307 Athert Square, 1 2! DoverSt., Piccadilly, W.1. Tel. Reg.3610 
Manchester, 2 | Please send your Booklet ‘* Redeemable 


Mortgage Debentures as an Investment.” 
BANCO Di ROMA Doncaster Office : : 


CAPITAL LIRE 2C0,000,C00 16 sae Eee 
(fully paid) oneaster. 
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Edward Tann, 
Founder 1795 


At Williams Deacon's Bank, Birchin Lane, the 
construction and equipment of the Strongrooms 
was carried out by John Tann. The above photo- 
graph, taken in the early stages of erection, shows 
a corner of one of the strongrooms being con- 
structed throughout with John Tann’s patent 
‘“Anchormesh”’ reinforcement, built round a 
complete anti-blowpipe, drill-proof, watertight 
steel lining. Two of the ‘* TANNSTEEL”’ 
watertight strongroom doors are also shown 
in the photograph. 


JOHN TANN LTD., 117 NEWGATE STREET, LONDON, E.C.4 
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picture, a Picasso or Henri Matisse and blow the sur- 
roundings to pieces. No, that would be too cruel. In 
this make-believe gentlemanly atmosphere there must 
be portraits by Royal Academicians, the more royal and 
the more academic the better. These nice rooms call for 
a little colour. In Georgian times the directors them- 
selves, with their silk and embroidered clothes, would 
have provided it. To be consistent with their building 
they ought of course to wear it to-day. Poor Victorian 
Manchester man with all his ruggedness and individuality 
reduced in logic to such a masquerade! And it all comes 
of wanting to be a London gentleman rather than his 
own admirable self! It is a sad fate, the moral of which 
need not be further emphasized. 


*.* THE general contractors were Walter Lawrence 
& Son, Ltd., and the following were the sub-contractors :- 
Steelwork, Redpath, Brown & Co., Ltd.; Fire-resisting 
Floors, Caxton Floors, Ltd.; Granite Work, Cooper 
Wettern & Co., Ltd.; Heating and Hot Water, Young 
Austen & Young, Ltd.; Electrical Installation, Drake & 
Gorham, Ltd.; Electrical Fittings, The Marlborough 
Electrical Co., Ltd.; Lifts, The Express Lift Co., Ltd. ; 
Book Lift, Aldous & Campbell, Ltd.; Metal Windows 
and Bronzework, J. Starkie Gardner, Ltd.; Laylights, 
Eric Munday & William Pickford, Ltd.; ‘‘ Thermotile’’ 
Flat Roofing, D. Anderson & Sons, Ltd.; Terrazzo Work 
Lavatories, J. Whitehead & Sons, Ltd.; “ Biancola ”’ 
(Tenants staircases), Art Pavements & Decorations, Ltd. ; 
Sanitary Fittings, John Bolding & Sons, Ltd.; Acoustical 
Work, May Acoustics, Ltd.; Vacuum Cleaning Installa- 
tion, Lamson Pneumatic Tube Co., Ltd.; Fibrous 
Plaster Work, G. Jackson & Sons, Ltd.; Oak Flooring, 
Wm. Mallinson & Sons, Ltd.; Rubber Flooring, India 
Rubber, Gutta Percha & Telegraph Works, Co., Ltd. ; 
Strong Room, John Tann, Ltd.; Bank Fittings, Walter 
Lawrence & Son, Ltd. and Rippers, Ltd.; Board Room, 
Walter Lawrence & Son, Ltd.; Luncheon Room, Walter 
Lawrence & Son, Ltd.; Bank Parlour, H. H. Martyn & 
Co., Ltd.; Bricks, Daneshill Brick & Tile Works, Ltd.; 
Stone, Portland; Slates, Broughton Moor. 
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Bank Meeting 


ROYAL BANK OF SCOTLAND 


ANNUAL GENERAL COURT OF PROPRIETORS 


STRONG LIOUID POSITION 


DUKE OF 


HE Annual General Court of Proprietors 
| of The Roval Bank of Scotland was held 
at Edinburgh on Wednesday, 25th 


the Duke of Buccleuch, 


Governor of the Bank, presiding 


November, His Grace 


GCV.O 


said I presume it will be your 


His Grace 
that \nnual Report and Balance 


\uditors’ 


in your hands for some days, shall 


pleasure the 


th the Report, which have 


Sheet 


Che Directors are pleased 


1 as read 


to be again in the position to submit a State- 


ment which, they are sure, will be considered 


satisfactory by the Proprietors 
INCREASED DEPOSITS 
seen 


the 


the Liabilities it will be 


Looking at 


that our Deposits have increased over 


shown last year by £2,800,000 


amount 


bringing the total up to 466,800,085 


These 


accumu ion of 


ire large figures and reflect the heavy 


unemployed funds in the 


hands ot the Banks at the present time 
Notes in 


higher 


Circulation at 42,929,935 


last 


are 


than year, and the 


increase under this heading provides indica- 


tions oO i welcome improve ment in trade 


and employment 


\ ptances and Indorsements of Foreign 


Bills and other obligations show a moderate 


ise this year. The decrease of approxi 


200,000 Is accounted for by a smaller 


of Forward Exchange Transactions 


LOU TD RESOURCES AND 


INVESTMENTS 
highly liquid position of the Bank is 


mphasised in the Balance Sheet. On 


BUCCLEUCH’S SPEECH 


that Cash on 
England and 


the Assets side it will be 
Hand the Bank of 
other London Bankers and Money at Call and 
Notice, et¢ 


seen 
and with 


Short amount to practically 
$15,000,000 and represent 21-4 per cent. of 
our liabilities to the 


public in respect of 


Deposits and Note Issue 

Our Bill Portfolio, which includes £ 2,035,000 
of British sills, is 
We 


our 


Government Treasury 
4 331,000 higher than last year’s total 
regard that as a satisfactory feature of 
Balance Sheet, although the margin of profit 
on this side of our business remains very low 

The increase of £1,593,000 in Investments 
in British Government, Indian and Colonial 


and other Securities arises from our larger 
Deposits, to which I have already referred 
that a 


proportion of our British Government Secur- 


In passing I may mention goodly 


ities are in Short and Medium-dated Stocks 


\s usual, all our Investments are valued at 
or under the Market prices ruling on the date 
of our Balance. 


INCREASE IN ADVANCES 


In the Address from the Chair last year, it 
was mentioned that the Balance Sheet then 
before you showed an increase under the 
heading of Advances on Cash Credit Accounts 
and Current Accounts of over £800,000, and 
it is gratifying to report this year a further 
expansion this 


of £625,000 In important 


branch of our operations 


lam glad to say that indications are not 
awanting that the internal industrial revival 
and the rise in commodity prices are having 
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their effect in increasing the requests for 


advances which our customers are making on 


us, and which, in view of our increased re- 
sources, we are more than ever in a position, 


and ready, to make 
PROFITS 


We now turn to the Profit and Loss 
Account, where we show a small increase of 
about £3,000 in Profits. 

In view of the expansion shown under 
practically every heading in the Balance 
Sheet, it is perhaps natural that you should 
expect, in a year which has been remarkably 
free from the necessity of providing for Bad 
Debts and during which the liquidation of 
frozen loans has continued, that profits 
should have shown a larger increase. We, 
however, consider the results of our year’s 
working as satisfactory, having regard to 
the lower yields we are now getting on our 
Investments and the present low earning 
rates for Money, while Taxation, Salaries and 
other Management Charges continue to 
increase. 

Following our usual practice, all Bad and 
Doubtful Debts have been fully provided for. 


APPROPRIATIONS 


The Directors recommend that a Dividend 
for the Half-Year, payable at Christmas, at 
the same rate as formerly-—17 per cent. per 
annum—be declared, and that the same 
appropriations as last year be made to 
Pension Reserve Fund, and to Bank Build- 
ings and Heritable Property. 

After these appropriations there remains 
the sum of £87,027 16s. 5d., which it is 
proposed to carry to Rest or Reserve, which 


now stands at £3,944,171 10s. gd. 


BUSINESS OF THE BANK 
The business of the Bank in Scotland, and 
at its five London Offices continues to pro- 
gress, while our associate, Williams Deacon's 
Bank, Limited, is also benefiting from the 
improved conditions—particularly in the 
industrial areas in which it operates 


TRADE REVIVAL 
At this Meeting it is the practice to say a 
few words on Trade conditions, and I am 
glad to think that the long-awaited industrial 


revival is in view, and I am fairly confident 


(A 


in considering that in Scotland we have still 
to experience the full effect of the revival. 

In the Shipbuilding Industry, which means 
so much to the West of Scotland, last year’s 
steady and gradual improvement has been 
maintained throughoutthe year, but, although 
some Yards are working at practically full 
capacity and have further building orders in 
hand, other Yards, unfortunately, still show 
many unoccupied Slips From what we 
learn it is doubtful if much more than 50 per 
cent. of the available building berths are 
occupied at the present time, and, while 
prospects are brighter than at any time 
during the past five or six years, it is to be 
sincerely hoped that the Clyde will obtain its 
fair share of the Admiralty building pro- 
gramme and so ensure that the spectre of 
unemployment, which has hung over the 
industrial West, will soon disappear. The 
other Scottish Shipbuilding Yards are also 
sharing in the activity arising from the 
demand for new commercial tonnage. 

The Export Trade in Coal is far from satis- 
factory and is still suftering from the many 
politically imposed barriers on international 
trade, but now that agreement has been 
reached with Italy, resumption of trade with 
that market should help ‘Scottish Coal 
Exports which are so vital to our country. 

Fortunately, the home market in Coal is 
good, and that is largely due to the busy 
conditions in the heavy industries, which 
look likely to continue for some time. Another 
feature, offsetting to some extent the dis- 
appointing state of our Coal Exports, is a 
satisfactory demand from Ireland for our 
Coal. 


The Iron and Steel Industry is finding it 
difficult to meet demands for deliveries. In 
addition to all the furnaces in normal use, 
it has been necessary to re-fire some reserve 
furnaces, so as to cope with the increasingly 
heavy orders from the building trade, and 
from shipbuilders, which it is anticipated 
cannot be fully satisfied for another year or 
two. It is unfortunate, however, that the 
heavy home requirements should result in a 
neglect of the Export Trade where little 
business is passing. 


Manufacturing Engineers are now ex 


periencing boom conditions, but slowness of 





deliveries of Steel sections 1s proving a 


contracts are 


Government pro- 


handicap 
viding a good proportion of work on hand, 
the total of which is sufficient to keep the 


industry busy for many months 


In Textiles, better results have been shown 
in the home and export markets, and pros- 
look and 
other restrictions 
an adverse effect on Continental trade 


good 


reasonably Quotas 


pects 
however, continue to have 
Good 
markets are being experienced with Australia 
and New Zealand, with the 


United States shows signs of improving 


while trade 


Some branches of Agriculture, which is 


still our largest single industry, show better 
results, but conditions in the Fishing industry 


still remain unsatisfactory 


WORLD TRADE 


Overseas Trade continues to expand, 
although the tendency has been for Imports to 


increase much faster than Exports 


The recent devaluation of the Gold Bloc 


currencies and the reciprocal Agreements 
between this country, the United States of 
France are events of 
The 
the Governments of 
that the success of their policy is linked with 


America and major 


importance published statements of 


these three countries 


the development of international trade and 


the removal of different forms of trade 


barriers will be approved by all countries and, 


if the policy outlined is boldly pursued, a big 
step will have been taken towards a return to 


world monetary and trade equilibrium 


THANKS TO OFFICIALS AND STAFF 


I desire to record the thanks of the Directors 
for the valuable services rendered throughout 
the year by the Officials and Staff at the Head 
Office, London, Glasgow, Dundee Offices and 
the Branches 

Our sincere congratulations are due to the 
General Whyte, 
associated with him, that in a year in which in 


Manager, Mr and _ those 


many ways banking conditions have not been 


easy, good management has produced so 


satisfactory a result 


Some of our Proprietors may have seen 
statements in certain sections of the Press 
criticising the remuneration and conditions of 


Service of our Staff. 


It is unusual to deal with such matters at 
this Meeting, but, in the interests of the Bank 
the Proprietors, and members of our Stati 
I think it right to correct misunderstandings 
which may have arisen through the state- 
ments to which I have referred 


In the Spring of this year the whole Salary 
question was gone into very carefully by the 
Directors, and certain adjustments, benefiting 
particularly the younger members of the 
Staff, were and are being given effect to. 

As is usual at this time, the Directors are 
making their annual revisions of Salaries 
These, with the completion of the adjustments 
above referred to, will be communicated to the 
Staff at the before 


Christmas 


customary time just 


| would add that the Directors, as the result 
of their careful examination into the condi- 
tions of Service and remuneration of the Staff, 
are satisfied that the conditions under which 
the Staff work 
remuneration, the consideration 


the security of employment, 
the rate of 
shown during sickness, the pensions granted 
on retiral (to which no contribution is made 
by the Staff), the payment by the Bank of 
Income Tax on Salaries and Pensions 

compare very favourably with those in any 
other type of clerical employment, as indeed is 
evidenced by the fact that there is no lack of 


applicants for admission to our Service 


APPROVAL OF ACCOUNTS 
DIVIDEND 


| now beg to propose that the Report 
containing a Statement of the Accounts and 
Balance Sheet, be approved, and that out of 
the Profits of the year a Dividend at the rate 
of 17 per cent. per annum for the Half-Year, 
Tax, be declared in 


under deduction of 


conformity therewith 

The 
Governor, 
Directors, and the retiring Ordinary Director 


Report was approved, and _ the 


Deputy-Governor, Extraordinary 


were re-elected and Auditors were re- 


appointed for the ensuing year 
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Monthly Review 


A comprehensive record of 


construction work, trade, 
economic development, and 
general progress in the 


U.S.S.R. 


* * * * * * ba 


Invaluable for business-men, 
writers, lecturers, politicians 
and all those interested in 
life in the Soviet Union. 


* * * * * * 


Annual Subscription 


post 6/- free 


Specimen copy on application to: 


Publication Dept., 
Trade Delegation of the U.S.S.R. in Great Britain, 
Bush House, London, W.C.2 


or 


Order through your bookseller 
Monthly - - Sixpence 








THE STOCK EXCHANGE 


Notes and Comments by “ MIDAS” and “ LEX.” 


What is the reaction on the floor 
of the “ House” to the news of 
the day ? 


What is the “feel” of the mar- 
kets? ‘ Mipas” contributes daily 
notes to The Financial News on the 
trend of opinion in Throgmorton 
Street. Through his eyes investors 
can view critically the march of 
events inside the Stock Exchange. 


** Mipas ” will help you to invest 
your money to the best advantage 
—to avoid the pitfalls laid by un- 
scrupulous City manipulators, and 
to seek out profitable opportunities. 


*¢ MIDAS ” WRITES DAILY ON “ THE 
StTocK EXCHANGE ”’ in 


THE FINANCIAL 


Of all financial writers “ Lex” is 
most widely read. Trenchant, 
shrewd, well-informed and witty, 
his daily “ Notes for Investors” 
cover every phase of Stock Ex- 


change life. 


Expert advice, disinterested se- 
lection, and fearless criticism are 
the hallmark of “ LEx’s” articles 
on gilt-edged stocks, company 
and general investment 
“a” 


forecast the net earnings of the 


shares 


questions. Last year 


entire British railway system with 


99 per cent. accuracy. 


‘* LEX ” APPEARS DAILY in 


NEWS 


(TWOPENCE DAILY) 


On sale at all railway bookstalls 
and good newsagents everywhere. 
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